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This report on the Feasibility of a Nationwide Electronic Benefit Transfer

System for the Food Stamp Pro,ram originally was envisioned as two separate

reports: one addressing the feasibility of a nationwide EBT system and The

other examining issues involved in integrating EBT systems with commercial POS

networks. As work on both reports progressed, it became clear that each

report's subject matter overlapped significantly with the other. Abt

Associates and FNS therefore agreed to the preparation of a single report

containing all relevant information from the two draft reports.



in an effort to ensure the use of program benefits for intended

purposes and to improve the general integrity, efficiency and accuracy of

benefit issuance and redemption, the Food and Nutrition Service (FNS) of the

U.S. Department of Agriculture has been studying the feasibility of using

electronic benefit transfer (EBT) systems to issue and redeem program

benefits. These systems operate much like commercial debit card networks,

using computer systems, point-of-sale (POS) terminals, and electronic funds

transfers to deliver and redeem program benefits. An introduction of EBT

systems into the Food Stamp Program would integrate benefit delivery with the

commercial sector's increasing reliance on electronic payment systems.

At present the Food Stamp Program issues benefits in the form of

paper food stamp coupons. Program recipients use these coupons to purchase

eligible food items, and retailers deposit the coupons at their local banks

for cash credit. The banks, in turn, receive credit for the coupons they

accept when they send the coupons to a Federal Reserve Bank. The Federal

Reserve is reimbursed from a program account at the U.S. Treasury.

The coupon-based issuance and redemption process is cumbersome to

administer. Complex procedures are needed to prevent coupon losses and to

track and reconcile the flow of benefits through the system. Even with these

procedures, some losses occur. Furthermore, it is difficult to totally

prevent coupons from becoming an underground currency, with recipients selling

their coupons for cash at discounted values, (i.e., trafficking).

The use of coupons also imposes costs on program recipients,

retailers and financial institutions. In many areas, recipients must make a

special trip each month to obtain their coupons. If they lose their coupons

after issuance, the benefits are not replaced. Retailers and financial

institutions need to use special procedures to handle and process the coupons

they accept.

By eliminating the use of food stamp coupons, an EBT system can

improve program accountability and reduce the costs of program participation.

Recipients would no longer need to make special trips to obtain their

benefits, and problems with Lost or stolen coupons or authorization documents

would be eliminated. Instead, recipients would access their benefits at food



stores' POS terminals using a magnetic stripe debit card and a personal

identification number (PIN)--which helps to prevent unauthorized use of a lost

or stolen card. An EBT system also makes it difficult to convert program

benefits into cash, and cash change at the store is eliminated altogether.

Retailers and financial institutions do not have to handle and

process separate food stamp coupons in an EBT system. Instead, a store's POS

terminal sends information about a desired EBT purchase to a central file over

a telecommunications network. Once the purchase is authorized by the system,

the purchase amount is debited from the recipient's account and credited to

the retailer's system account. During system settlement, funds are electron-

ically transferred from the Food Stamp Program's account at the U.S. Treasury

to retailers' depository accounts.

Demonstrations of on-line EBT systems are underway in four States:

Maryland, Minnesota, New Mexico, and Pennsylvania. The purpose of these

demonstrations is to determine in a variety of conditions the technical

feasibility of on-line EBT systems and their cost-effectiveness, as well as

the impacts of EBT systems on program recipients, retailers, financial

institutions, and levels of benefit loss and diversion. FNS is currently in

the process of selecting a contractor to demonstrate an off-line EBT system:

one that stores information about program benefits in the recipient's access

card, eliminating the need for on-line authorization at the time of the

purchase transaction.

REPORT PURPOSE

The EBT demonstrations and the perceived benefits of EBT systems

have generated an increased interest in these systems among vendors, State and

Federal Agencies, and the Congress. In response, FNS is examining the feasi-

biity of a nationwide EBT system. Key issues include the expected costs to

design, develop, implement and operate a nationwide EBT system; technical

feasibility and system performance; and how Federal and State Agencies would

administer a nationwide system. Another issue is how to integrate an £BT

system with commercial credit and debit POS systems, making _se of existing

terminals, telecommunications networks, and processing software and hardware.

The legislative and regulatory environment in which an EBT system would

operate also must be considered. A final issue is what approach to take in
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developing a nationwide EBT system. For instance, should a single, central-

ized system or multiple, regional systems be implemented, or should each State

have its own separate system? If the latter, how much standardization in

system design should be required?

This report offers a preliminary examination of the issues

surrounding the feasibility of implementing a nationwide EBT system. In

researching these issues, we have interviewed numerous Federal and State

officials and representatives of the debit card industry. Further information

on the feasibility of a nationwide EBT system has been gained from the EBT

demonstrations being sponsored by FNS. Due to the presence of commercial POS

networks which use on-line authorization technologies, the major focus of the

report is on the feasibility of implementing a nationwide, on-line EBT system

rather than an off-line system. The report also considers the implementation

of a multiprogram EBT system--one that serves both the Food Stamp Program and

cash assistance programs like Aid to Families with Dependent Children (AFDC).

ALTI_aNATIVE APPROACHES TO SYSTEM DEVLrLOP_

An on-line EBT system would operate very much like existing commer-

cial, debit card networks--those that issue bank or retailers' proprietary

cards that can be used at automated teller machines (ATHs). Given this

similarity, it is both feasible and necessary that an EBT system be integrated

with the existing networks, using commercial terminals and processing

capabilities as much as possible. System costs would be much higher without

integration, and retailers would probably resist a new food stamp payment

system that could not be integrated with their existing systems.

Even within the context of system integration, alternative

approaches exist for the development of a nationwide EBT system. Three basic

alternatives have been identified and are referred to as the "Multiple Design"

approach, the "Standardized Design" approach, and the "Unitary Design"

approach. Each approach gives individual State Agencies the right to decide

whether or not to participate in an EBT system. The approaches differ in

terms of how much control States have over system design, whether responsibi-

Lity for providing the processing infrastructure of an EBT system rests with

State or Federal Agencies and their vendors, and the degree to which that

processing infrastructure is centralized.
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In the Multiple Design approach, Federal Agencies specify the

functional requirements of an EBT system (i.e., what the EBT system must do),

but State Agencies are responsible for designing, developing and implementing

each State's system. It is anticipated that most State Agencies would

contract with a vendor for these services. A nationwide EBT system in this

approach would consist of numerous different systems, each operating inde-

pendently of the others.

The Standardized Design approach is similar to the Multiple Design

approach in that each State is still responsible for designing, developing and

implementing its own EBT system. In the Standardized Design approach,

however, Federal Agencies would specify some of the design parameters for the

system as well as its functional requirements. One major reason for standard-

ization is to allow recipients in one State to shop at stores in another

State. The flow of EBT transaction information among the States' individual

EBT systems is a process called "interchange," and it gives recipients the

same flexibility in benefit use that they currently have under the coupon-

based issuance and redemption system. Another advantage of standardizing the

design of State systems is that integration of multiple State EBT systems with

commercial POS systems is more feasible, which would allow greater sharing of

POS terminals and con_nunications lines.

The Unitary Design approach differs from the prior two approaches in

that Federal Agencies would take the initiative to sec up the basic processing

infrastructure for a nationwide EBT system. In the centralized (or

"National") version of a Unitary EBT system, Federal Agencies would select a

single vendor who would set up a single EBT processing point, with communica-

tions lines established to each State. AIl EBT transactions would be

transmitted to the single point for authorization. States deciding to

establish an EBT system would tie into the National system, transmitting

recipients' program issuance information to the central processing site.

A variant of the Unitary system is a decentralized (or "Regional")

system, in which Federal Agencies would select multiple vendors to set up

regional EBT processing sites. States would send issuance information to the

vendor serving their area, and all transactions from the region would be sent

to the vendor's pro_essing site for authorization.
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In any of :he three approaches to system development, the EBT system

could include cash assistance programs as well as the Food Stamp Program. If

cash assistance programs were included, their recipients could withdraw cash

benefits at POS terminals or ATMs.

Despite the differences among :he three development approaches, they

share a comon relationship between the Federal government and the States. In

providing system services, Federal and State Agencies and their vendors work

together in a manner similar to existing relationships among financial insti-

tutions, network operators, and retailers within commercial POS networks.

FEASIBILITY OF A NATIO_IDE EBT SYSTEM

The implementation and operation of a 'nationwide, on-line EBT system

is feasible under each of the three development approaches, although not all

approaches are equally attractive. The following sections summarize the

factors leading to this assessment of system feasibility.

Many State Agencies express positive interest in EBT systems, and about one-
third of the States have taken concrete steps to investigate the feasibility
of a local EBT system.

If a nationwide EBT system is to be implemented, individual State

Agencies must support the concept and be willing to invest resources in system

development and implementation. Based on interviews with program officials in

25 States, these officials gave numerous reasons for being interested in EBT

systems. The reasons included improved public perception of the Food Stamp

Program, improved service delivery to program recipients, reductions in

benefit loss and program fraud, and perceived benefits to participating

retailers and financial institutions. The officials also appeared more

interested in multiprogram EBT systems than in a system which could serve only

one benefit program.

About one-third of all States have taken steps to either plan for or

implement an EBT system. These steps include participating in the current EBT

demonstrations, preparing waiver requests for new demonstrations, issuing

requests-for-information or requests-for-proposals from system vendors, and

setting up EBT project teams.



State Agency concerns over EBT systems are largely financial.

State Agency administrators most frequently cited resource con-

straints as the biggest obstacle to implementation of EBT systems, including

both State and Federal funding levels and lack of State personnel with approp-

ria _chnical or managerial skills. With respect to funding, administrators

werc _rned with high start-up costs and questions over the likely cost-

effect ...... of EBT systems once they are operating. The latter concern was

particula__v _ortant to States whose current issuance costs are relatively

low.

Technical considerations favor the Standardized Design or Regional versions of

a nationwide EBT system.

Regardless of which development approach is selected, a nationwide,

on-line EBT system is technically feasible. The basic hardware, software and

telecommunications networks needed for a nationwide system have been developed

in the commercial sector and tested in several demonstrations. While some

modifications to commercial software are needed to support an EBT system,

these modifications are not extensive.

A major drawback to the Multiple Design approach to system develop-

ment, however, is that it cannot fully support the interchange of benefits

among individual State systems, a potentially severe limitation in those areas

of the country where cross-border shopping by food stamp recipients is common.

Some systems developed under the Multiple Design approach also might not be

compatible with existing POS and ATM networks.

A National EBT system (i.e., the centralized version of the Unitary

Design approach) also has some technical limitations. While a National system

could be developed, the system would need to be very large and complex. If

all food stamp and AFDC recipients participated in the National EBT system,

the system's central database would need to hold nearly 8 million recipient

account records and about 222,000 retailer account records. In addition, the

system would need to be capable of handling an estimated peak volume of about

6 million financial and administrative transactions per day. A system of this

size would require very specialized software and backup capabilities to avoid

degradation in system reliability and transaction response times.
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If Regional EBT systems were implemented instead of a National

system, each regional processing site would require a much smaller database

and would process fewer transactions. System size would be more in line with

existing POS networks, and system operations would be simpler. Furthermore,

it would be easier to integrate EBT operations with commercial processing

centers. System performance, as measured by response times at the checkout

lane and system availability, also would be improved. For these reasons the

implementation of multiple regional systems is preferred on technical grounds

to the establishment of a National system using one processing site.

There is little in the way of technical reasons to prefer either the

Standardized Design or Regional EBT system approach over the other. If

Federal Agencies specified appropriate design standards in either approach,

the resulting EBT systems could support interchange and be compatible with

commercial POS and ATM networks.

The above assessment of technical feasibility pertains only to on-

line EBT systems. Off-line systems have not developed to the point where the

technical feasibility of a nationwide, off-line EBT system can be assessed.

In addition, a national infrastructure supporting off-line POS systems is not

in place.

Regardless of development approach, a nationwide, on-line EBT system will be
costly to develop and imple_Dent.

A significant obstacle to implementation of a nationwide EBT system

is the projected cost of system design, development and implementation. The

estimated cost of a joint Food Stamp/AFDC EBT system ranges from $233 to $29I

million. The Multiple Design and Standardized Design approaches are the most

expensive--estimated costs are $246 to 5291 million. A Regional system would

cost from $241 to $286 million, and the National system would cost between

$233 to $278 million. The variation in costs within each development approach

arises from different assumptions about the costs to deploy a POS terminal and

whether PINs are assigned by the vendor or selected by recipients during

training. PIN selection is more expensive than PIN assignment. Presently,

both approaches are used in the commercial sector.

A significant component of total design, development and implemen-

tation costs is terminal installation, which is estimated to cost between $142
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and $174 million nationwide. This cost does not include the purchase price of

terminals; all system hardware costs are amortized and treated as a monthly

operating expense. Estimated terminal installation costs assume that the EBT

systems would be integrated with existing commercial systems, making use of

about 50,000 commercially deployed POS terminals. While only 20,000 commer-

cial POS terminals are deployed in food stores at present, 50,000 terminals

will be deployed in five years if an annual growth rate of about 20 percent

can be maintained. Recent trends and industry projections suggest that this

should be possible.

The cost estimates also assume that an EBT system vendor will be

able to modify existing POS software, thereby avoiding substantial software

development costs. Similarities in POS and EBT system application software

make this possible.

Finally, the above cost estimates assume that terminals would be

deployed in all lanes of all program-authorized stores. If alternatives to

equipping all lanes were determined to be feasible, implementation costs would

be reduced. To illustrate, a 10-percent reduction in deployed terminals would

reduce implementation costs by $13 to $16 million.

In addition to high initial design, development and implementation costs, a

nationwide EBT system is likely to cost more to operate than present coupon

issuance systems.

FNS and State Agencies spend an average of approximately $3.00 per

food stamp case each month to administer the current coupon issuance systems.

Projected monthly operating costs for a nationwide EBT system are higher.

Estimated monthly Food Stamp Program operating costs for an EBT system serving

both the Food Stamp and AFDC programs are $4.51 to $5.57 per food stamp

household. AFDC program costs are $2.90 to $3.52 per household. Monthly

operating costs are quite similar across development approaches; the variation

in per-case-month costs arises from different assumptions about system design

(e.g., PIN assignment or PIN selection) and individual cost factors.

The above range in estimated monthly costs reflects experience with

current EBT demonstrations and policy decisions made to date. For an r_-

system to be cost-effective, some changes need to occur. An analysis of

sensitivity o[ the cost estimates to individual assumptions shows that Food
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Stamp Program costs could be as low as $3.36 per case month or as high as

$6.35. AFDC costs cou[d vary between $2.62 and $3.42 per case month. Most of

this additional variation is attributable to public and private sector deci-

sions about the extent of terminal deployment and the outcome of negotiations

on transaction processing costs. While it is impossible to accurately

forecast the latter, it is clear that the terms of cost-sharing will be a

determining factor in any large-scale expansion of an EBT system.

A multiprogram EBT system is more cost-effective than a system

serving only the Food Stamp Program. In a Food Stamp Program-only system,

costs would be about $.45 per case month higher than the estimates provided

above.

Reductions in levels of benefit diversion can offset some of the cost

disadvantages of an EBT system and improve the public's perception of the
integrity of the Food Stamp Program.

The present coupon-based system incurs some loss of benefits during

issuance and a more substantial amount of benefit diversion. While benefit

loss adds directly to program costs (e.g., replacement of coupons reported as

lost or stolen in the mail), benefit diversion shifts the use of program funds

from their intended purpose. Examples of benefit diversion include purchase

of ineligible items, trafficking, and use of cash change for non-food items.

The first two examples represent a violation of program rules.

Based on an evaluation of the Reading EBT demonstration, the intro-

duction of an EBT system is likely to have little effect on net levels of

benefit loss in the Food Scamp Program, because these levels are already low

in the coupon-based system (totalling only about $.09 per case month). An EBT

system, however, can be very effective in reducing diversions of program

benefits from intended uses. By eliminating cash change and reducing the

opportunity for benefit trafficking, levels of benefit diversion may be

reduced by nearly 80 percent, or an estimated average of $2.45 per case

month. I While this reduction does not translate into savings in program

costs, more benefits are directed toward food purchases. This will increase

Ijohn A. Kirlin et al., The Impacts of the State-Operated Electronic

Benefit Transfer _ystem in Readin_t Pennsylvania, Cambridge, Massachusetts:
Abt Associates Inc., February 1990, pp. i44-146.

ix



food stamp redemption levels among food retailers and improve the public's

perception of the integrity of the Food Stamp Program.

Implementation of a nationwide EBT system will require cooperation among
various Federal Agencies and other organizations.

Before a nationwide EBT system can be implemented, basic decisions

must be made about system design; development approach; which programs to

include; sources of funding; and, possibly, appropriate design standards.

Because an EBT system will affect many different groups, cooperation among the

groups is needed to address these basic issues. To achieve the needed coop-

eration among groups and coordination of effort, an advisory group or task

force could be established. In addition to representing various Federal

Agencies, the group could consult with representatives of State governments,

client advocacy groups, retailer associations, financial institutions, and POS

and ATH networks, working to establish a Federal/State/private sector partner-

ship addressing the issues faced in implementing a nationwide EBT system.

The need for interagency coordination will not end with system

implementation. If a Unitary EBT system is implemented, an ongoing need to

manage the system vendor's contract will exist. Regardless of system design

and development approach, Federal Agencies will need to respond to possible

problems with system operations and performance, or requests for future

enhancements to the system.

A nationwide EBT system viii alter the relationship between F_S and State
Agencies in the administration of the Food Stamp Program.

In the current coupon-based issuance and redemption system, State

Agencies assume the major share of responsibility for issuing program

benefits. FNS manages the benefit redemption process. A nationwide EBT

system will shift the boundaries of these administrative responsibilities. If

the Multiple or Standardized Design approach to system development is

followed, for instance, State Agencies become involved in benefit redemption

for the first time. Their vendors will be responsible for seeing that POS

terminals are deployed in retail locatior that retailerr are trained, and

that retailers receive credit for EBT transactions. Conversely, in a Unitary

EBT system, FNS becomes directly involved with benefit issuance through its

oversight of the system's vendor. Thus, regardless of development approach,
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either FNS or State Agencies assume new responsibilities in program admini-

stration.

These shifts in administrative responsibilities point out the need

for close cooperation between Federal and State Agencies in the implementation

of a nationwide EBT system. For instance, reporting requirements will need to

be updated, and questions of appropriate cost allocations will need to be

addressed.

Implementation of a nationwide EBT system will require legislative and

regulatory changes for the Food Stamp Program, and the system will have to
operate within the framework of other State and Federal regulations.

The Food Stamp Act of 1977 and program regulations require that

program benefits be issued in the form of food stamp coupons. Thus, both the

authorizing Legislation and the regulations need to be changed before a

nationwide EBT system can be implemented. Amendments to the Food Stamp Act

which would authorize EBT systems are presently being debated. Legislative

proposals include language which would allow State Agencies to implement on-

line EBT systems beginning in 1992. Prior approval would be needed from the

Secretary of Agriculture, and the Secretary would first need to promulgate

regulations dealing with standards of cost-effectiveness, recipient protec-

tion, system operations and performance, financial accountability, and other

factors.

An EBT system will also need to operate within a legal environment

defined by other relevant Federal and State statutes and regulations. In

designing an EBT system, therefore, system developers will need to pay heed to

the Privacy Act of 1974 (which governs record maintenance procedures for both

Federal Agencies and entities operating under Federal contract) and Federal

and State banking laws. If a Unitary Design approach is followed, the

resulting EBT systems will have to conform to the Computer Security Act of

1987, which seeks to protect the integrity and security of sensitive data

contained within Federal computer systems.

CONCLUSIONS

A number of factors contribute to a positive assessment for the

feasibility of implementing a nationwide EBT system. An EBT system can reduce

administrative error and levels of benefit diversion, increase program
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accountability, and provide improved service to program recipients. Most

importantly, such a system is technically feasible, and many States already

are interested in replacing their paper-based coupon issuance systems with an

EBT system.

The biggest obstacle to a nationwide EBT system is its projected

cost. Initial development and implementation costs are high, and system

operating costs are likely to be higher than the costs of current issuance

systems. There are some EBT benefits to consider, however. These benefits

include a reduction in benefit diversion and improved image of the Food Stamp

Program's integrity, convenience for recipients and food retailers, and less

hassle for State and local staff.

Integration of EBT systems and commercial POS and ATM networks is an

important goal. An integrated system offers lower system development and

implementation costs, lower system operating costs through processing effic-

iencies, better service to program recipients, and greater marketability of

the system within the retail sector. A stand-alone EBT system operating

independently of commercial networks is not a feasible alternative for a

nationwide system. Thus, Federal and State Agencies need to work closely with

network representatives. To facilitate system integration, an EBT system will

have to adopt design standards which are compatible with standards established

in the private sector.

If a nationwide EBT system is to be implemented, it should be

designed to serve both the Food Stamp Program and other cash assistance

programs. A multiprogram system will spread costs over more programs,

improving its cost-effectiveness for each program. Such a system will also

gain greater support from State Agencies.

Neither the Multiple Design nor the centralized Unitary Design

approach is recommended for a nationwide £BT system. The former approach

lacks standardization in system design, and the latter approach would

implement a system that is unnecessarily large and complex. In choosing

between the two remaining approaches to system development, the Standardized

Design approach and the decentralized (or Regional) Unitary Deszgn approach,

the baszc issue is whether it is better for Federal Agencies to take the lead

in developzng an 2BT processing infrastructure or to leave all system imple-

mentation responsibilities to individual State Agencies.
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Chapter One

INTRODUCTION

The Food Stamp Program assists needy households by providing

benefits which can be used to purchase food. Benefits are currently issued in

the form of paper food stamp coupons. As outlined below, the use of coupons

and other paper documents makes benefit issuance and redemption a cumbersome

process for all participants: StaTe Food Stamp Agencies and their local

offices; program recipients; program-authorized retailers; financial institu-

tions; and the Food and Nutrition Service (FNS) of the U.S. Department of

Agriculture.

In Fiscal Year 1988, State and local agencies issued approximately

40 million Authorization-to-Participate (ATP) documents to recipients, and

these recipients made approximately 40 million trips to coupon issuance sites

to exchange their ATPs for coupons. FNS and State and local agencies printed,

shipped, stored and distributed approximately 2.1 billion paper coupons.

Retailers accepted these coupons in lieu of cash for over $11 billion worth of

groceries.

After receipt of the coupons, retailers sorted, counted, and

endorsed the coupons; filled out an estimated 46 million Redemption Certifi-

cates; and deposited the coupons and certificates at their local financial

institutions. Financial institutions counted the coupons, verified the totals

with The amounts listed on The Redemption Certificates, filled out Food Coupon

Deposit Documents, and submitted the coupons and paperwork to the Federal

Reserve. Federal Reserve Banks, in turn, reverified the totals, checked for

counterfeit coupons, destroyed the coupons, and credited the sending institu-

[ions' accounts. Finally, FNS monitored and reconciled :his flow of paper and

benefits through receipt of numerous reports from State Agencies and the

Federal Reserve.

Because food scamp coupons represent an alternative form of currency

(albeit with restricted use), strict administrative controls must be main-

tained over the printing, storage, delivery and redemption of these coupons

and associated authorization documents. Partly as a result of the difficulty

of implementing these controls, coupon issuance systems are vulnerable :o

benefit dollar Loss resulr:ng from fraud and error. While the magnitude of



actual issuance loss is relatively small (about $17.6 million in FY 1988, or

0.16 percent of benefits issued), the program's public image is damaged by

their existence and other actions which divert benefits from their intended

use. Examples of benefit diversion include the provision of cash change in

amounts less than $1.00 (which is legal) and recipients' sale of coupons for

cash ac discounted values (often called "trafficking," which is illegal).

1.1 II_STIGATION OF EI_CTRONIC BENEFIT TRANSFER SYSTEMS

In an effort to improve program integrity and the efficiency and

accuracy of benefit delivery and redemption, FNS has been studying alternative

methods of issuing program benefits. One method which has received consider-

able attention in the past several years is the use of electronic benefit

transfer (EBT) systems. In an EBT system, a recipient's monthly benefits are

posted to a computer account, and the recipient is issued an EBT access

card. When purchasing groceries, the recipient and retailer use the card and

a point-of-sale (POS) terminal to request authorization from the EBT computer

system. At the end of the day, the retailer's authorized EBT sales are

totalled, and an electronic funds transfer deposits the store's EBT credits

into the store's bank account. Thus, when benefits are issued and redeemed

through an EBT system, the need to print, store, issue and redeem paper food

stamp coupons is eliminated.

The possible use of an EBT system for benefit issuance and redemp-

tion offers several potential advantages beyond eliminating the use of food

stamp coupons and the benefit losses and diversions associated with coupon

use. An EBT system works very much like commercial debit card systems,

offering an opportunity to integrate private and public infrastructures for

financial transactions. An EBT system also can be expanded to serve other

government transfer programs, providing greater integration of public programs

and consolidation of services. Finally, an EBT system allows program

re ipients to use payment authorization techologies being used by the general

public, which serves to reduce the distinction between program beneficiaries

and the public.

FNS' investigation of the feasibility and cost-effectiveness of

using EBT systems has been extensive. After funding a 1982 study which



examined the technical and economic feasibility of an EBT system, 1 FNS

sponsored a demonstration of an "on-line" EBT system in a single test site--

Reading, Pennsylvania. In an on-line EBT system, information about recipi-

ents' benefits is maintained in a central database. When recipients wish to

use their program benefits, the POS terminal communicates with the system's

database to ascertain whether sufficient benefits remain for the desired

2
purchase amount.

FNS also sponsored an evaluation of the Reading EBT demonstration to

determine the impacts of the EBT system on the administrative costs of issuing

and redeeming_ program benefits, on program vulnerability to benefit loss and

diversion, and on all major participants (i.e., recipients, retailers and

financial institutions). The evaluation found that most system participants

preferred the EBT system to the coupon-based system it replaced, and that the

EBT system reduced their costs to participate in the Food Stamp Program. The

evaluation also determined that the EBT system could reduce the Food Stamp

Program's vulnerability to benefit loss and diversion. The administrative

costs of the EBT system, however, were nine times greater than the costs of

the coupon system. 3

In 1985, the Pennsylvania Department of Public Welfare (PDPW)

requested an extension of the Reading EBT demonstration. FNS agreed to the

request, providing that the PDPW assume operating responsibility for the

system from its private developer, improve system performance, and reduce

operating costs. Pennsylvania assumed operating responsibility for the system

in April !986. In June 1987, PDPW implemented a redesigned system in an

1Report on the Feasibility of an Electronic Benefit Transfer System
for the Food Stamp Pro_ram, Silver Spring, Maryland: Birch & Davis Associates
Inc. and The Orkand Corporation, March 1982.

2In contrast, an "off-line" system stores information about each

recipient's remaining benefits in that recipient's EBT access card. This
eliminates the need to communicate with a central database before authorizing

the purchase. FNS required that the initial demonstration use on-line rather

than off-Line technologies because the 1982 study concluded that off-line
technologies were not yet sufficiently developed.

3William L. Hamilton et al., The Impact of an Electronic Benefit

Transfer System in the Food Stamp Program, Cambridge, Massachusetts: Abt
Associates Inc., May i987.



effort to improve system performance and reduce costs. An evaluation of the

extended demonstration was recently completed. Recipients, retailers and

financial institutions continued to prefer the EBT system to the coupon

system, and the redesigned system reduced system operating costs by two-

thirds, largely through reductions in computer Operator labor costs as EBT

functions and other PDPW computer operations were integrated on a single

computer system. 1 The reduced administrative costs, however, were still about

three times higher than coupon system costs.

FNS expanded its investigation of EBT systems in 1988 by inviting

interested State Agencies to submit proposals for new EBT demonstrations.

Although FNS continued to require that any new EBT systems use on-line

technologies, FNS encouraged States to expand the EBT system to include other

assistance programs or to integrate their proposed systems with existing

cormmerciai POS networks. The object of encouraging an integrated design was

to see whether the Food Stamp Program's portion of the administrative costs of

an EBT system could be further reduced, compared to the costs of a food stamp-

only system. FNS entered into cooperative agreements with two States for EBT

demonstration projects: Minnesota and New Mexico. 2 These demonstrations are

being evaluated by Abc Associates. In addition, Maryland submitted an unsoli-

cited EBT proposal to FNS and received a waiver to operate an EBT system.

That system has been implemented and is being evaluated by the State. Other

States may be granted similar waivers in the future.

Recognizing that commercial development of off-line technologies has

advanced since the early 1980's, FNS contracted for a second feasibility study

in i986. The study investigated possible alternative designs for an off-line

EBT system and the technical and economic feasibility of each alternative. It

concluded that an off-line EBT system is technically feasible and that such a

1john A. Kirlin et al., The Impacts of the State-Operated Electronic
Benefit Transfer System in Readin_z Pennsylvania, Cambridge, Massachusetts:
Abt Associates Inc., February 1990.

'FNS also had cooperative agreements with Arizona and Washington,
but Skate spending cuts and other cost factors led to cancellation of these

projects.



system appears feasible in terms of its development and operating costs. 1 As

a result of this assessment, FNS is sponsoring an EBT demonstration using off-

line technology.

1.2 REPORT PULPOSE

If current and planned EBT demonstrations show that cost-effective

EBT systems can be implemented without negative impacts on program partici-

pants, a number of questions naturally follow. To what extent should EBT

systems be implemented throughout the county as an alternative to the present

coupon issuance system? Could coupon use be completely eliminated through

implementation of a nationwide EBT system? Would a nationwide system serving

the entire Food Stamp Program caseload (or a large portion of the caseload) be

technically feasible? Would it be cost-effective? What would be the obsta-

cles to implementing a nationwide EBT system? Finally, if FNS decided to

encourage the implementation of a nationwide EBT system, what would be the

best approach to developing such a system?

This report examines these questions by assessing the feasibility of

a nationwide EBT system. Like the previous feasibility studies, this study is

exploratory. It begins by identifying three possible approaches to developing

a nationwide EBT system. The three approaches differ primarily in terms of

what types of restrictions FNS would place on system design amd who would take

the initiative for developing the system--FNS or individual State Agencies.

The report then examines those factors which affect the feasibility of imple-

menting a nationwide EBT system. Relevant questions include:

· What organizational changes would be required at the

Federal, State and Local levels to develop and operate a

natiomwide EBT system?

· Does the technology exist for a nationwide EBT system?

· What might be the performance characteristics of a

nationwide EBT system?

lPaul F.P. Coenen et al., The Feasibility of an Off-Line Electronic

Benefit Transfer System for the Food Stamp Program, Atlanta, Georgia:
Electronic Strategy Associates, Inc. and Abt Associates Inc., September 1987.



· What legislative or regulatory issues must be considered

in an effort to implement a nationwide EBT system?

· To what degree might a nationwide EBT system be inte-

grated with existing commercial POS networks?

· To what extent are States interested in providing EBT

systems as an alternative issuance system?

· What would be the cost of developing and operating a

nationwide EBT system?

Each of these factors is examined in the context of the three alternative

development approaches. Thus, the report essentially addresses the feasi-

bility of implementing a nationwide EBT system under each of the three

development approaches identified at the beginning of the report.

Due to the exploratory nature of the study, it would be premature to

base future decisions about the use of EBT systems on the results of the

study. The feasibility of a nationwide EBT system will depend, in part, on

retailers' adoption of commercial POS systems over the next several years and

on retailers' and POS and ATM networks' willingness to work with Federal

Agencies to implement a cost-effective system. Furthermore, the report's

estimates of system development and operating costs are baged partly on

experience with the Reading EBT demonstration. As additional EBT demonstra-

tions are evaluated, FNS will have more empirical data to use in assessing the

feasibility of future systems. Nevertheless, this study provides a context in

which to interpret those empirical results, especially in its focus on issues

of large-scale implementation, which the individual demonstrations cannot

address directly.

In examining the feasibility of a nationwide EBT system, the task

becomes easier as the nature of the proposed system becomes more detailed.

For instance, evaluating the feasibility of an on-Line EBT system is more

straightforward than an off-line EBT system, because on-line debit card

systems have progressed further in the marketplace than off-line systems. The

report, however, avoids restr{cting either the end design of a system or the

approach to implementing a system as much as possible. Until current and

planned EBT demonstrations are completely evaluated, it is premature to narrow

the field of possible design and development approaches. By necessity,

however, preserving a wide range of options for system design and development



limits the report's ability to assess the feasibility of specific design and

development options.

Even with a general goal of noc limiting system design and develop-

ment options, some restrictions have been necessary. Because all the current

State-initiated EBT demonstrations have chosen a multipr0_ram EBT system in an

effort to improve cost-effectiveness, the report assumes that a nationwide EBT

system would serve cash assistance programs as well as the Food Stamp

Program. In discussing many of the factors affecting the feasibility of a

nationwide EBT system, the number of programs served by the systems is

in,material. Thus, this "restriction" in design does not affect the findings

of the report. When assessing the costs of developing and implementing a

nationwide EBT system, however, the decision to focus on a multiprogram system

is important.

The report also focuses on implementation of an on-line EBT system,

because the existence of many commercial on-line debit card systems provides a

great deal of information about design and economic feasibility. An appendix

to the report discusses issues pertaining to the feasibility of a nationwide

off-line EBT system.

Finally, the study assumes that a nationwide EBT system is most

likely to be integrated with commercial POS and ATH (automated teller machine)

networks. Such integration will reduce system development and operating costs

through use of existing software, POS terminals and ATMs. It will also be

more acceptable to retailers than a stand-alone payment system that serves

only program recipients.

1.3 RESEARCH METHOD

This study has used a variety of resources to assess the feasibility

of a nationwide EBT system. These resources include the technical expertise

of a consultant with a significant amount of experience in on-line POS debit

card operations, interviews with State officials and industry representatives,

a review of trade publications following the development of the commercial POS

industry, and a review of pertinent legislation and regulations. The report

also draws extensively on the authors' familiarity with the Food Stamp Program

and the EBT demonstrations sponsored by FNS.



In assessing organizational changes needed at the Federal, State and

local level to implement a nationwide EBT system, the report has benefited

from a previous report focusing on similar issues. 1 Interviews were also

conducted with other Federal Agencies and vendors who have already grappled

with the problem of setting up national databases to serve Federal programs.

The technical feasibility of a nationwide EBT system has been

assessed by a technical consultant and has been supported by interviews with a

number of industry representatives.

With respect to the potential impact of existing legislation and

regulations on development of an EBT system, the following have been reviewed:

the Food Stamp Act of 1977, as amended; Food Stamp Program regulations; the

Privacy Act of 1974; the Computer Security Act of 1988, the Federal Reserve

Board's Regulation E; and State banking laws.

The feasibility of implementing a nationwide EBT system depends in

large part on whether or not State Agencies will be interested in implementing

such systems as an alternative to their present coupon-based issuance systems.

To determine the degree of State interest in EBT systems, interviews wer_

conducted with Food Stamp Program directors (or other personnel recommended by

the director) in 25 States. These interviews focused on each State's current

level of knowledge and interest in EBT systems, local obstacles to system

implementation, and a likely timeframe for developing an EBT system initia-

tive.

The report's estimates of the costs of developing and implementing a

nationwide EBT system are based on cost models developed for several previous

EBT studies, cost data from the Reading EBT demonstration, and interviews with

the following industry representatives:

· Melissa Beidler of Bank of America;

· Rod Cullison of the First National Bank in Albuquerque;
· Ron Cummello of Martin Marietta;

· Stan Paur and Steve Van Fleet of Pulse;

· Wayne Sanderford of TransFirst; and

· Peter Skepstedt of Travelers Express.

'Christopher W. Logan, Food Stamp Pro,ram Administration in an

Electronic Benef{t Transfer System, Cambridge, Massachusetts: Abt Associates
Inc., forthcoming.



While the cost estimates strive to be as complete and accurate as possible,

uncertainty always exists when estimating the costs of a system whose detailed

design has not been specified. Where appropriate, the report indicates

alternative design features and cost assumptions', and the impacts of these

alternatives on total system development and operating costs.



Chapter Two

DE_PMENT OF A NATIONWIDE EBT SYSTEM

The primary objective of this report is to examine :he feasibility

of developing and implementing a nationwide EBT system. In doing so, we need

to define in broad terms the characteristics of a nationwide system. These

characteristics may affect the technical and economic feasibility of an EBT

system, as well as the system's acceptability to State Agencies, retailers and

recipients.

A nationwide EBT system is likely to be integrated with existing

commercial POS and ATM networks. This chapter therefore begins by describing

the organizational characteristics of these networks. Section 2.2 then

describes the major functions and tasks to be performed in an EBT system.

The characteristics of a nationwide EBT system will depend, in part,

on the process which is followed in developing and implementing the system.

Section 2.3 describes three major alternative approaches to system develop-

ment, and these three approaches provide a framework for m_ny of the

feasibility issues discussed in later chapters. The participants in a nation-

wide EBT system are described in Section 2.4. Finally, Section 2.5 addresses

some of the operating parameters of a nationwide system, giving the reader a

sense of the magnitude of a truly nationwide EBT system.

2.1 ORGA_ilZATIONAL FEAllJRES OF C_CIAL POS

We refer throughout this report to commercial point-of-sale (POS)

networks, tn many commercial POS networks, however, pointlof-sale transac-

tions currently form a very small part of the network's overall operations.

Most networks originally formed to route and process debit transactions at

auton_ated teller machines (ATMs), which is still their major transaction

base. Only recently have the networks and their participating institutions

(mostly banks or major retail organizations) started offering debit card

authorization services at the point of sale. Some networks process only ATM

transactions; a few process only POS transactions.

Any POS network is composed of five different entities, although a

single organization often performs the duties of more than one entity. The

five entities are:

11



1) card issuers, the organizations (usually financial

institutions or major retailers) who issue debit cards

to cardholders;

2) card acceptors, the merchants and financial
institutions who accept cards at POS terminals or at

ATMs;

3) acquirers, the organizations who drive POS terminals or

ATMs, accepting transaction data from card acceptors_

4) intermediate network facilities_ or switches, the

organizations which route transactions between

acquirerg and transaction authorizers; and

5) transaction authorizers, the organizations who

authorize or reject transaction requests.

Transaction authorization is usually performed either by card issuers or by

acquirers acting as agents for card issuers.

In a simple POS network, one or more financial institutions issue

debit cards to their depository account customers. A customer uses his or her

card at an ATM or a POS terminal, and the ATM or POS terminal transmits the

transaction request to a single intermediate network facility (or switch). The

switch routes the transaction request to the institution which issued the

card, and that institution authorizes or rejects the transaction after

checking the cardholder'g remaining deposit balance. The institution's

response message is transmitted back to the switch, which routes the response

to the ATM or terminal. During network settlement, the switch initiates a

transaction which transfers funds from the cardholder'g financial institution

to the institution which owns the ATH or which holds the retailer's depository

account.

A more complex network is illustrated in Exhibit 2-1. In this

illustration, Switch A is directly linked to three acquirers. Each acquirer

drives either POS terminals or ATHs (or both) which are located on the

premises of card acceptors (e.g., merchants or financial institutions). In

addition, each acquirer provides card authorization services for two card

issuers (CIs). The switch also has direct links to two card issu_-s who

perform their own transaction authorizations.

Switch A in Exhibit 2-' also connects to a second switch (Switch

B). Switch B has its own get or acquirers, card acceptors and card issuers

12



Exhibit 2-1

HYPOTHETICAL POS NETWORK

POS ATM

I 1
--cl(1) CZ(3)--

Acquirer A Acquirer B
--C1(2) C1(4)---

Switch A
mCI(7)

--cJ(8)

-.-ci(5)
Acquirer C

---Cl(6)

J I
POS ATM

I 1
Switch B

i
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(not shown in the diagram). Switch B may serve a different geographic area,

or it may serve a different set of card issuers and card acceptors within the

same locale as Switch A. In either case, the link between the two switches

allows cardholders access to a wider range of ATMs and POS terminals.

Each switch in a network contains a central routing computer and

software which allows the multiple acquirers to exchange transaction data.

Acquirers maifitain control files identifying all authorized terminals, and the

switch maintains a file of card-issuing organizations and a record of which

organization is expected to authorize transactions for each card base.

Typically, acquirers and the switch operate 24 hours a day, 7 days a week,

except for short periods of scheduled maintenance.

The operations of the early ATM network switches were usually placed

in the hands of one of the participant banks. As networks developed, this was

believed to provide an undue competitive advantage to the network participant

running the switch, and a migration began to independent switch-operating

entities or third parties. Even though the operation of the switch is now one

step removed from the participants, network operating rules and bylaws

strictly govern the behavior of the switch operator, and they may specify

which organizations can effect a direct switch link for authorizations and

interchange of transactions among the network participants. Thus, if an EBT

system is to be integrated with a commercial POS network, the network may need

to change its bylaws or a member institution may need to act as a sponsor for

the EBT system vendor providing authorization services.

Although the number of card authorizing institutions (including card

issuers and acquirers) that participate in individual ATM/POS networks used to

be relatively small, the trend in recent years has been toward greater

participation. Some networks serve well over 1,000 member institutions.

Requirements for these institutions' technical processing abilities and

response times for transaction authorizations are set by the network. A card

authorizer that chooses to link to the network must agree to meet these

standards and to abide by all the requirements stated in the network's

operations guidelines.

In most large networks composed of multiple acquirers, the switch

does not own or drive terminals, but acts only as a router for transactions

between terminals and the authorizing acquirer or financial institution.

14



These networks are referred to as interchange networks. The hypothetical

network shown in Exhibit 2-1 is an exampie of such a network. When networks

that provide switching services also drive terminals, they are usually

referred to as shared networks. In shared networks the switch may maintain

the authorization files for some participants. When an entity operates a

network entirely for itself, performing switching, card authorization, card-

issuing, and terminal driving functions, it is referred to as a proprietary

network. If one broke the connection in Exhibit 2-1 between one of the

acquirers and Switch A, that acquirer and its linked entities would be a

shared or proprietary network.

Shared, proprietary and interchange networks can operate on a

regional or a national basis. At present, six national networks exist

(Cirrus, Plus, Visa, CitiShare, The Exchange, and Express Cash), and they

process mostly ATM transactions. The first three are interchange networks,

while the last three are shared networks. There are approximately 95 regional

networks, and nearly all are shared or interchange networks. Among the

regional networks, the major POS debit network is Interlink, which processes

about 46 percent of all POS debit card transactions nationwide.

2.2 I_JOR FUNCTIONS AND TASKS TO BE P_eO_J_ED BY /_1EBT SYSTEM

An EBT system will replace the Food Stamp Program's current coupon-

based system for issuing benefits to program recipients and for redeeming

these benefits after they are used at participating retail food outlets. The

system must therefore perform the following five basic benefit issuance and

redemption functions:

l) authorize recipient access to benefits,

2) allow recipients to use benefits,

3) credit retailers through financial institutions for

benefits accepted,

G) reconcile and monitor benefit flows and system

activity, and

5) manage retailer participation.

In performing th_se functions, the system must meet strict standards of

financial accountability and facilitate the enforcement of program regulations

concerning benefit issuance, use and redemption.

15



If an EBT system served cash assistance programs, additional func-

tional requirements would include:

6) allow cash assistance recipients to withdraw benefits

at POS terminals or Ails,

7) credit AIM owners and retailers with POS terminals for

cash withdrawals, and

8) manage Ail network participation.

Retailers other than Food Stamp Program-authorized stores also could partici-

pate in the cash assistance portion of the system, thereby expanding the scope

of the retailer crediting and management functions.

A number of specific tasks must be performed to support each major

function. These tasks are described in the following sections.

Authorize Recipient Access to Benefits

Eight tasks must be performed to authorize recipient access to

benefits in an EBT system:

l) certify recipient's eligibility for program participa-

tion,

2) determine the amount of benefits to be provided to the

recipient each month,

3) place household data and current allotment information

on the Food Stamp Master File,

4) create an issuance authorization file,

5) create recipient's EBT account record,

6) post benefits to recipient's EBT account,

7) issue EBT access card, and

8) train recipient in how to use the system.

The first three tasks are not affected by the choice of a particular benefit

issuance and redemption system. A State Agency's procedures for performing

these %hree tasks will remain the same whether benefits are issued as food

stamp coupons or as "electronic" benefits which can be accessed through an EBT

system.

16



Create Issuance Authorization File. Based on the allotment informa-

tion placed on the Food Stamp Master File, a State Agency must create an

issuance authorization file which lists all recipients receiving benefits that

day and the amount of each issuance. Program recipients usually receive one

regular issuance within the first ten days of each month. Newly certified

recipients or recipients eligible for additional benefits may receive a

prorated or supplemental issuance at any time of the month.

Create EBT Accounts. An EBT system will maintain recipients'

benefits in a computerized EBT account. These accounts will be contained in

an EBT Client Authorization File (CAF). For recipients receiving their first

benefit issuance under an EBT system, an account record needs to be created

and added to the CAF. At a minimum, this record w{ll contain one or more

variables identifying the recipient, an encrypted form of the recipient's

personal identification number (PIN), and a field containing the recipient's

current EBT balance. Likely identifying information will be the recipient's

Food Stamp Program case number and a special EBT account number which uniquely

identifies the account.

Post Benefits to Accounts. The issuance authorization file will be

used to post benefits to recipients' EBT accounts on the CAF. For existing

participants, the issuance will be added to the recipient's then-current EBT

balance.

Issue Debit Cards. Food Stamp Program recipients will access their

benefits in an EBT system by using an EBT debit card at POS terminals located

at participating retailers' checkout counters. These cards must be created

and issued to recipients. If an EBT system uses standard magnetic stripe

debit cards at the point of sale (as nearly all commercial POS systems do),

the magnetic stripe on the card must be encoded with identifying information

about the recipient.

Train Recipients. All program recipients must be instructed in how

to use their cards to access benefits at POS terminals. Recipient training

also will need to cover topics related to how to check remaining balances,

whom to call when problems are encountered, and the need to keep PINs secret

to prevent unauthorized use of the card.

17



Allow Recipients to use Benefits

To allow recipients to use their EBT benefits to purchase groceries,

the State Agency or the network operator (or another network participant

working with the Agency) must perform seven separate tasks:

1) drive terminals,

2) maintain recipient accounts,

3) verify recipient's identity at point of sale,

4) electronically process purchase and refund transac-
tions,

5) authorize manual sales and post manually authorized

debits to recipients' accounts,

6) provide balance information, and

7) convert EBT benefits to coupons.

The same organization need not be responsible for al1 seven tasks.

Drive Terminals. Each deployed POS terminal in a nationwide EBT

system must be "driven" by a transaction acquirer. AIl terminals, however,

need not be driven by the same acquirer.

Terminal driving refers to the process of receiving transaction

messages from a terminal, reformatting these messages (if necessary) for

further processing, routing the transaction message on to a switch for

authorization, and transmitting messages back to the terminal.

Maintain Recipient Accounts. The Client Authorization File will

contain account records for each participating food stamp recipient. The

account records will contain each recipient's current balance of remaining

benefits and sufficient information to uniquely identify the account and to

verify the identity of the card user (i.e., an encrypted version of the

recipient's PIN). Each account's renMining balance must be updated as

issuances are posted and as EBT purchases or refunds are authorized and

processed.

Account maintenance also requires that the account be placed on

"hold" when the recipient reports that his or her EBT debit card has been lost

or stolen. This s_atus prevents further access against the account. When a

new card is issued, access to the account must be reinstated.
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Because recipients may still have benefits remaining in their

accounts when they leave the Food Stamp Program, account records must be

maintained for these recipients until all benefits are exhausted or some

specified period of account inactivity has elapsed. The State Agency, in

conjunction with the Food and Nutrition Service, will be responsible for

setting policy on when recipient accounts can be deleted from the Client

Authorization File.

Verify Recipient's Identity. Before an EBT debit card can be used

at a point of sale or to access information about the account's remaining

balance, the identity of the cardholder must be verified. Verification

requires that the cardholder enter the account's correct PIN and that the

system check the entered PIN against the PIN information contained in the

CAF. 1

Electronically Process Transactions. For purchase and refund

requests entered at an authorized EBT terminal, an EBT system must electronic-

ally process the transaction request. Processing purchase requests requires a

check for sufficient funds in the recipient's EBT account. If the remaining

funds are not sufficient to cover the intended purchase, the purchase request

is denied. If sufficient funds exist, the recipient's SBT account is debited

by the purchase amount and the retailer's system account is credited by the

same amount.

As purchases or refunds are processed, a record of the transaction

must be added to the system's transaction log file. The transaction record

should identify the type and amount of the transaction, the account to be

debited, the account to be credited, and the date and time of the transaction.

Authorize Manual Sales. If a store's EBT equipment is not working

or if :he system cannot provide electronic authorization of a purchase

request, procedures must be available for the manual authorization of EBT

purchases. To reduce the exposure to possible overdrafts, the State Agency

lOther verification procedures are possible, including signature
verification and biometric approaches which measure handprints, retina
information, or handwriting dynamics. The use of PINs, however, is widely

considered as cffering :he best combination of security and cost-
effectiveness.
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may specify an upper limit for the daily amount of manually authorized EBT

purchases for each EBT account. The Agency also may specify the conditions

under which manual authorization is acceptable.

When EBT purchases are manually authorized, the amount of the

purchase must be debited from the appropriate recipient account. This will

require manual entry of the debit information to the system's transaction

file. The transaction file entry will result in a debit to the recipient's

CAF record.

Provide Balance Information. An EBT system must provide one or more

ways for food stamp recipients to check their current remaining EBT balances.

Although receipts for each EBT purchase may record the recipient's remaining

balance after the purchase, this balance information will become out of date

if either (a) an issuance is subsequently posted to the recipient's account,

or (b) a manually authorized sale is debited against the account. An EBT

system, therefore, must allow recipients on-line access to the system to check

their account balance.

Convert EBT Benefits to Coupons. Because food stamp recipients with

benefits remaining in their EBT accounts may move out of the area served by an

EBT system, the system must provide a means for their EBT benefits to be

converted to food stamp coupons. This can be accomplished by adding a

"convert benefits" transaction capability to the system. After determining a

recipient's current remaining balance, the State Agency--through a local

welfare office--would initiate this transaction type for the remaining benefit

amount. The recipient's EBT account would be debited to zero, and the local

welfare office would issue coupons or an Authorization-to-Participate (ATP)

document to the recipient. The ATP could be redeemed for coupons at a local

issuance office.

The State Agency, in conjunction with FNS, will have to establish a

policy for when EBT benefits may be converted. In addition to converting all

remaining benefits when recipients move away, the Agency could allow recipi-

ents to convert some or all of their benefits if they plan on traveling or if

they wish to shop in local stores not participating in th, EBT system.
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Credit Retailers for Benefits Accepted

Three tasks must be performed to credit retailers for EBT sales:

1) create and maintain system accounts for retailers,

2) reconcile manual debits, and

3) post credits to retailer accounts.

Create and Maintain Retailer Accounts. All retailers participating

in an EBT system must have computerized accounts set up and maintained by the

organization driving their terminals. Account records will include infor-

mation identifying the retailer, information identifying the bank account to

which POS credits will be transferred, and space for maintaining the

retailer's cumulative POS credits for each processing day. The account

records also may contain information specifying the retailer's selected cut-

off time for account settlement and posting.

Reconcile Manual Debits. Just as debit information from manually

authorized EBT sales must be posted against recipient accounts, the corres-

ponding credit information must be posted to retailer accounts. This

crediting could be accomplished when the retailer sends proof of the transac-

tion (most likely in the form of a signed sales receipt) to the party

responsible for reconciling the amount of the credit against the amount that

was previously debited from :he recipient's account. After the manual debit

is reconciled, the party must manually enter the appropriate credit informa-

tion onto the retailer's system account. Alternatively, the retailer's

account could be credited at the time of the sale. If the manual sales slip

was not submitted for reconciliation within a specified period, the trans-

action would be reversed, thereby increasing the recipient's account balance

by the amount of the manually authorized transaction.

Post Credits to Retailer Accounts. Retailers participating in an

EBT system receive funds for system-authorized POS transactions when POS

credits are posted to an account at their own financial institution. The

organization driving a retailer's terminals is responsible for posting the

retailers' total net credits (i.e., total credits minus total refunds) at the

end of each processing day. In most co_mmercial POS networks, the daily credit

information is sent to the ne:work's clearinghouse bank. The bank initiates
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an electronic funds transfer to retailers' bank accounts by transmitting the

credit information through the Federal Reserve System's Automated Clearing

House (ACH) network. In some networks, the terminal driver or the network

operator may initiate the ACH funds transfer process itself.

Because FNS maintains and analyzes retailers' monthly food stamp

redemption levels, the above process must be able to distinguish EBT system

credits from other credits on a store-by-store basis. The process also must

provide information on uotal redemptions within each State, an important

consideration to note if an EBT system vendor is providing services to more

than one State Agency.

In a commercial POS system, the clearinghouse bank's Federal Reserve

account is debited by the total amount of retailer credits transferred through

the ACH network. This debit is offset by simultaneous credits from the card-

issuers' Federal Reserve accounts. For an EBT system, the clearinghouse bank

could be reimbursed from a U.S. Department of Agriculture Food Stamp Program

account at the U.S. Treasury (which might entail a slight delay in funds

availability) or from a program account maintained at a Federal Reserve Bank

(which would allow immediate funds availability).

Reconcile and Monitor Benefit Flows and System Activity

Six tasks must be performed to reconcile benefit flows through an

EBT system and to provide management information about system activity to the

State Agency:

1) reconcile benefit issuances,

2) reconcile EBT account and transaction activity,

3) reconcile retailers' EBT deposits,

4) reconcile EBT deposits against Treasury reimbursements,

5) provide system performance data, and

6) provide other management data.

Reconcile Benefit Issuances. To detect possible errors when food

stamp allotments are posted to rec_pzents' EBT accounts, the total number and

dollar value of issuances actually posted to recipients' accounts should be

reconciled against the total number and dollar value of issuance records on

the daily issuance authorization file created by the State Agency.
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Reconcile EBT Account and EBT Transaction Activity. At the end of

an EBT system's processing day, all EBT transaction records (i.e., issuances,

purchases, refunds, manual debits and benefit "conversions") should be recon-

ciled against changes in recipients' remaining balances on the CAF. For each

account and for all accounts combined, the net value of all transactions

should equal that day's change in remaining balances.

Similarly, the net total value of all EBT purchase and refund

records on the transaction file should equal the net change in EBT-related

credits to retailers' system accounts.

Finally, total life-to-date benefits entering the EBT system

(through posted issuances) minus total Life-to-date benefits leaving the

system (through EBT deposits to retailers' bank accounts and benefit conver-

sions) should equal the total current remaining balance in recipients' EBT

accounts. Because recipient account debits and retailer account deposits for

manually authorized sales may not occur on the same day, this latter recon-

ciliation will have to adjust for the total value of manually authorized

debits which have not been reconciled by receipt of the stores' signed sales

slips.

Reconcile Retailers' EBT Deposits. When retailers' daily EBT

credits are posted, the file containin i posting information (i.e., the file

sent to the network's clearinghouse bank for ACH submission) should be

reconciled against the daily system file containing net credits for each

participating retailer.

Reconcile EBT Deposits asainst Treasur_ Reimbursements. After the

clearinghouse bank initiates the daily ACH electronic funds transfer for EBT

deposits, the bank will be reimbursed by the U.S. Treasury, usually by the

next banking day. Total drawdowns against the Food Stamp Program's Treasury

account should be reconciled against total EBT-related deposits on either a

daily or weekly basis, taking into account any lag between deposits and

reimbursements.

Provide System Performance Data. When a State Agency enters into

agreement with a vendor to implement an EBT system, the two parties should

agree on performance standards for the system. These standards should cover

areas of system accessibility, response times and the like. The Agency and
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vendor should establish procedures for monitoring and reporting upon system

performance levels each month.

Provide Other Management Data. To support its overall management

responsibilities for administering benefit issuance and redemption in the Food

Stamp Program, the State Agency will need detailed information on levels of

system activity (e.g., number, type and dollar value of EBT transactions),

operating costs, and transaction fees. The vendor is likely to be the best

source for some of this information; other information is more likely to be

available from within the Agency itself.

Manage Retailer Participation

A State Agency or vendor must perform four tasks to manage

retailers' participation in an EBT system:

l) maintain the Retailer EBT Participation File;

2) install, service and de-install POS terminals and asso-

ciated equipment;

3) train retailers to use the system; and

4) support compliance investigations.

Maintain Retailer EBT Participation File. If an EBT system serves

cash assistance recipients or if it is integrated with a commercial POS

network, some participating retailers may not be authorized to participate in

the Food Stamp Program. To ensure that non-program-authorized stores do not

accept EBT food stamp transactions, an EBT system must maintain a "Retailer

EBT Participation File" of authorized stores that participate in the system.

Depending upon system design, either the terminal drivers or the party respon-

sible for authorizing EBT transactions must check the file before accepting or

authorizing any EBT food stamp transaction.

The Food and Nutrition Service's field offices authorize stores'

participation in the Food Stamp Program. Thus, the party responsible for

creating and maintaining the Retailer EBT Participation File must coordinate

with FNS' field offices to keep the file up to date. As stores close, change

ownership or become disqualified from the program, the file must be updated.

Likewise, as new stores are authorized by the field office, these stores must

be entered onto the Retailer EBT Participation File.
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Install_ Service and De-install POS Terminals. As stores enter the

EBT system, POS terminals and associated equipment (i.e., card readers, PIN

pads, modems and printers) must be deployed at the scores' checkout

counters. In multi-counter stores, at least two checkout counters should be

equipped with POS terminals so that POS transactions can be performed if a

terminal or its associated equipment at one counter malfunctions.

Food Stamp Program regulations prohibit discrimination against or

unequal treatment of program recipients. This means that retailers cannot

specify individual checkout counters as "Food SCamp Only" lanes. With respect

to terminal deployment, FNS' interpretation* to date of the regulations is that

terminals do not need to be deployed in every lane unless expected peak-hour

EBT transaction volumes require full deploymant. As Long as the Lanes with

deployed terminals could be used by other customers, no discrimination or

unequal treatment would occur. Thus, the two important factors affecting

terminal deployment decisions are expected transaction volumes and the costs

to deploy and maintain the equipment.

Once POS terminals and related equipment are deployed, the terminal

deployer must make arrangements for necessary supplies (e.g., printer paper)

to be delivered to the store and for the equipment to be serviced or replaced

when it malfunctions.

As stores close or change ownership, the terminal deployer will need

to see that the POS equipment is removed from the store. If the equipment is

used only for EBT transactions, it also will have to be removed if the store

is disqualified from participating in the Food Stamp Program.

Train Retailers. Retailers participating in an integrated EBT

system need to learn how to use the system. The amount of training needed

will vary according to whether the retailer has prior POS experience and

whether or not the retailer is authorized to participate in the Food Stamp

Program. If POS procedures differ for EBT and regular POS transactions, these

differences will have to be stressed during training. For example, the EBT

network will have to support electronic refunds and manually authorized

purchase transactions, but these functions may not be available for other POS

customers.
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In addition to training conducted when the EBT system is imple-

mented, a need exists for ongoing training as stores change ownership or new

checkout clerks are hired.

Support Compliance Investigations. The Food and Nutrition Service

is responsible for monitoring stores' compliance with program regulations. To

support this activity in an EBT system, compliance investigators may need to

have special investigatory EBT accounts created and funded and EBT cards

issued. These cards and accounts will be used to test whether or not store

personnel allow non-eligible items to be purchased with program benefits.

2.3 TNREE POSSIBLE DEVELOPMENT PATHS FOR A NATIONWIDE EBT SYSTEM

Conceptually, there appear to be three alternative approaches to

develop a nationwide EBT system. The report refers to these alternative paths

as the "multiple design" approach, the "standardized design" approach, and the

"unitary design" approach. Like many attempts at short-hand nomenclatures,

the above names fail to reveal the full range of differences among the three

approaches. Nevertheless, because the report will be referring to these

approaches throughout each chapter, a short-hand reference is necessary.

"MULTIPLE DESIGN" APPROACH TO DEVELOPMENT

The Multiple Design approach to developing a nationwide EBT system

is a continuation of the approach FNS is currently following in the State-

initiated EBT demonstrations. Under this approach, FNS specifies what an EBT

system must do (via functional and special program requirements) and, if

desired, how well it must perform (via performance requirements). The

decision of whether or not to participate in an EBT system, however, is left

to individual State Agencies. 1 Once a decision to deploy an EBT system is

made, State Agencies could contract with vendors to design, develop and

operate the system. Alternatively, the Agencies could perform some or all

lin States with county-administered programs, the State Agency would

first have to decide to participate in an EBT system. Individual County

Agencies could then decide whether or not they wished to participate in the

State-sponsored system.
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of these tasks themselves, although significant in-house expertise would be

needed. 1

We refer to this development approach as a Multiple Design approach

because decisions about actual system design a_e left entirely to the State

Agency and its vendor(s). A proposed system design would be allowed as long

as the system met FNS' functional, special program, and performance require-

ments. Thus, it is conceivable that if all States took the initiative co

develop EBT systems, a large number of different systems could be developed

and implemented. Even if these systems shared some common attributes because

they were based on existing commercial POS software, differences would arise

to the extent that different vendors were involved and each system was

tailored to meet the Agency's specific needs and reguiTements.

Decisions Affectin_ System Design

Even with detailed functional and special program requirements, the

Multiple Design approach allows States to select whatever design parameters

they desire. It is useful to consider in broad terms how system designs might

vary across individual States in the Multiple Design approach. The major

dimensions along which system designs could differ include:

· the choice of an on-line or an off-line EBT system,

· the benefit programs included in an gET system,

· the degree of integration with commercial POS and ATM
networks,

· whether the vendor or the State Agency authorizes

transactions,

· the treatment of manual back-up procedures, and

· system hardware, software and telecommunications

configurations.

These design choices are discussed below.

IEven Pennsylvania, which had several years prior experience with
the Reading EBT demonstration, opted to contract with vendors for software
development when it redesigned its EBT system.
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On-line versus Off-line. With one exception, all EBT demonstrations

to date are based on on-line system designs. An on-line system is character-

ized by direct communication between the POS terminal and the system's host

computer each time an EBT transaction is attempted. During the communication,

the terminal sends information about the requested transaction to the host,

and the host "tells" the terminal whether the transaction request is autho-

rized or denied. The only record of participants' remaining benefits is in

the host's database, which is updated each time a transaction is authorized.

For an EBT system which includes cash assistance programs and distribution of

cash benefits through A/Ms, the request for cash disbursement also involves an

immediate transmission of the request to the host computer for authorization.

An off-line EBT system avoids the time and associated cost of

establishing a telecommunications link with the host computer by storing

information about each participant's remaining benefits on that participant's

access card. When the card is used to purchase groceries (or to request cash

disbursement), the POS terminal reads the level of remaining benefits from the

card. If the remaining benefits are sufficient, the terminal authorizes the

transaction and computes the participant's new remaining balance. This new

balance is written onto the card's storage medium. An on-line link between

the terminal and the host during off-peak hours would most likely be used to

pass information about the day's sales to the host, so that settlement could

be achieved. During settlement, information about each store's EBT credits

for the day would be passed to appropriate financial institutions so that

these credits could be paid (settled) using program funds.

Even within an off-line system design, a major design choice must be

made about the nature of the system's access card. Possibilities include the

standard magnetic stripe card, an integrated circuit card (commonly referred

to as a "smart" card or "chip" card), a laser card, and others. 1

Pro,rams Included. Whereas the Reading EBT demonstration

encompasses only the Food Stamp Program, the newer EBT demonstrations also

iFor a thorough discussion of the topic of access cards which could

be used in off-line EBT system, see Paul F.P. Coenen et al., The

?eas_oility o an Off-Line Electronic Benefit Transfer System for the Food

Stamf Pro,ram, Atlanta, Georgia: Electronic Strategy Associates, Inc. and Abt
Associates Inc., September 1987.
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include cash assistance programs, such as Aid to Families with Dependent

Children (AFDC), General Assistance (GA), Refugee Assistance (PA) and Supple-

mental Security Income (SSI). The New Mexico demonstration also includes a

child support component.

With the Multiple Design approach, each State could determine which

programs it wanted to incorporate into its EBT system. Programs involving

Federal funding would need the approval of the respective Federal Agencies.

Iqte_ration with ConrnerciaL POS or ATM Networks. Another major

design decision is whether to integrate an EBT system with existing POS or ATM

networks developed and operated by the private sector. Such integration would

improve service to system participants (e.g., by allowing cash assistance

benefits to be withdrawn from AI_s). Integration could also lower system

development and operating costs. An integrated EBT/POS network system could

use the network of telecoamaunications facilities already established by

commercial networks. To the extent that commercial POS networks have deployed

POS terminals in Food Stamp Program-authorized re:ail outlets, integration

with these networks would also lead to lower terminal deployment costs.

Even if terminals had not been deployed prior to implementation of

an EBT system, terminal deployment costs in an integrated EBT/POS system would

lead to lower costs if retailers opted for deployment of terminals which could

process commercial as well as EBT transactions. Under this approach,

terminal-related costs could be shared by the government and private sectors.

The actual allocation will depend on a variety of factors, such as special

rood Stamp requirements for terminals and transaction processing, the fre-

quency of equipment use by food stamp and non-food stamp shoppers, and the

relative cost-effectiveness of terminal deployment for public and private

sec:or groups.

Vendor or Asency Authorization. In selecting an EBT system design,

State Agencies need to decide whether they or outside vendors will operate the

system. Options range from nearly complete Agency operation (as in the

extended Reading EBT demonstration) to nearly complete vendor operation (as in

the State-initiated EBT demonstrations). State Agencies would remain respons-

ible for issuance file creation even in the latter approach.

If the vendor is responsible for all major operations except

issuance file creation, it will acquire and authorize EBT transactions, switch

non-EBT transactions to other authorizers if the system is integrated with a
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commercial network, and settle the system. An example of this "vendor author-

ization'' model is diagrammed in Exhibit 2-2. Like the hypothetical network

shown in Exhibit 2-1, the vendor (as the network switch) accepts transactions

from multiple acquirers. Each acquirer in the diagram performs authorization

services for two card-issuing institutions. The vendor also drives terminals

at two retail locations, acquiring all transactions (EBT and non-EBT) initi-

ated at those locations.

In addition to acquiring and receiving transaction messages, the

vendor routes some transactions to those card-issuing institutions which

perform their own authorization services (i.e., Institutions 5 and 6 in the

diagram).

Instead of routing EBT transactions to the State Agency for

authorization, the vendor maintains the EBT Client Authorization File (CAF)

and authorizes (or rejects) all EBT transactions. The linkage between the

vendor and the Agency represents the passing of issuance and other admini-

strative data which update the CAF.

The vendor and acquirers will perform all retailer EBT settlement

activities in the Vendor Authorization model, including reconciliation and

posting.

A very possible variant on this model is for the State Agency to

contract with a participating financial institution or an acquirer for EBT

authorization services. In this situation, the switch would route all EBT

transactions on to the financial institution or the acquirer. The financial

institution or acquirer would maintain the EBT Client Authorization File, and

the State Agency would transmit all issuance files to this institution for

posting. Thus, the Agency's system operating responsibilities remain exactly

the same regardless of which organization--the network operator, a financial

institution, or an acquirer--authorizes EBT transactions.

The Vendor Authorization model should be differentiated from

existing POS network models in which the network performs "stand-in proces-

sing.'' Stand-in processing refers to a switch operator's ability to process a

financzal institution's POS activity for a temporary period when data

processing problems at the financial institution prevent on-tine, real-time

authorization. With stand-in processing, the financial institution transmits

either a "positive" file or a "negative" file each day to the network. (A

positive file is a listing of all the financial institution's debit-card
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Exhibit 2-2
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accounts for which POS activity is to be authorized; a negative file is a

listing of accounts for which authorization should not be provided.) When the

switch receives a transaction request requiring stand-in processing, it checks

the positive or negative file and either authorizes or rejects the transaction

accordingly.

Two features distinguish stand-in processing from the Vendor

Authorization model. First, stand-in processing does not involve a check

against the cardholder's current balance. If stand-in processing results in

an overdrawn account, the financial institution assumes liability for any

excess debits authorized against the account. Second, stand-in processing is

used only as a temporary measure to ensure that cardholders can use the system

even when a financial institution cannot authorize transactions. In contrast,

the Vendor Authorization model assumes that the vendor authorizes all EBT

transaction activity for the duration of the vendor's agreement to provide

authorization services.

An alternative system design is the "agency authorization" model

diagrammed in Exhibit 2-3. In this model the State Agency has transaction

authorization responsibilities identical to those of card-issuing institutions

5 and 6. That is, all EBT transactions are routed by the vendor to the

Agency's data processing center for authorization. The Agency maintains the

Client Authorization File containing recipients' remaining balance informa-

tion. After checking a recipient's remaining balance, the Agency sends the

authorization message (either authorizing or rejecting the requested

transaction) back to the vendor, which relays the message back to the

retailer's POS terminal.

In the Agency Authorization model either the Agency, the vendor, or

the individual acquirers in the network could maintain the Retailer EBT

Participation File. In most cases, acquirers maintain such files to avoid

sending unnecessary traffic through the network. In a large network with many

acquirers, however, it may be difficult to ensure that all acquirers have

received and properly processed information updating the Retailer EBT Partici-

pation File. Thus, to avoid authorizing EBT transactions initiated at

unauthorized stores, the Agency may need to maintain the participation file.

In the Agency Authorization model the vendor, the Agency, acquirer$,

and the ocher financial institutions must maintain information for network

settlement and retailer posting at the end of the day. Acquirers will main-
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Exhibit 2-3

AGENCY AUTHORIZATION MODEL
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tain all information on EBT and non-EBT credits owed to retailers. The vendor

(as network switch) wit1 keep track of total amounts to be received from the

Agency and from each card issuer to cover retailers' credits. The Agency and

each card issuer also maintain totals for funds they must provide to the

network to cover those POS transactions authorized during the day.

The capability to reconcile between the various components of the

network ensures the overall balancing of system accounts. On-demand balancing

between at[ network participants ensures that a proper accounting is completed

daily. Hence, the retailer balances with its acquirer via an on-line settle-

ment transaction, and each card issuer (including the Agency) balances with

the switch at a given time in the day. Reconciliation of POS detail transac-

tion deposits to the daily on-demand balancing completes the balancing of the

entire network, with retailers being credited for all activity and card

issuers being correspondingly debited. Each card issuer must balance inter-

nally (i.e., its record of authorized transactions must match the switch's

record of required funds for settlement).

For the Agency Authorization model, the State Agency must develop

the data processing capabilities to maintain the EBT Client Authorization File

(and perhaps the Retailer EBT Participation File) and to accept and process

EBT transactions in an on-line, real-time processing environment. This will

require special software and, perhaps, new processing and teleco_munications

hardware if these resources are not already available in the State Agency's

data processing department.

Other design models are possible. For instance, the State Agency

could act as a transaction acquirer, authorizing all EBT transactions and

sending non-EBT transactions to the vendor. To do so, however, the Agency

would have to develop or acquire greater data processing capabilities, and it

would be directly responsible for settling retailer accounts. In general,

such an approach would be cost-effective only if the Agency could defray

operating costs by charging retailers and card-issuing institutions for all

non-EBT transactions it acquired. Because this would put the Agency in direct

market competition with commercial acquirers, this approach is unlikely to be

endorsed by Federal or State authorities.

Manual Back-Up Procedures. A special program requirement of an EBT

system is That Food Stamp Program recipients have access to their benefits

3_



even when the EBT system or deployed terminals are not working. Design

responses to this requirement, however, could vary in the Multiple Design

approach. Some States could follow the Reading model of requiring manual

authorization for ali such sales, with each authorization involving a check of

the recipient's current balance. Other States might require authorization for

the sale, but without a check on remaining balances. Maximum purchase or

daily limits for manually authorized sales could vary by State. Finally,

different technologies could be used to grant authorization, ranging from a

telephone call to hotline staff (as in Reading) to use of an Audio Response

Unit (ARU).

If FNS wanted to avoid the risk of overdrafts inherent in some of

these design options, it would have to provide greater detail in the system's

special program requirements. Alternatively, FNS could require that if manual

sales authorizations did not include a check on the recipient's remaining

balance, FNS would not assume liability for purchases made with insufficient

balances.

Hardware and Software. Even if EBT system designs were similar in

all operational aspects, they could be based on different hardware, software

and telecommunications configurations. State Agencies and their vendors, for

instance, could base their designs on existing POS software packages (suitably

modified to meet functional and special program requirements for an EBT

system), or they could develop their own software from scratch. Telecommuni-

cations configurations could use different line transmission speeds, message

protocols, error-checking routines and technologies. Any one of a number of

different commercial POS terminals could be used.

The Possibility of Interchange Amons States

For a transaction request to be processed in the POS direct debit

industry, information about the request must be processed by both the insti-

tution acquiring the transaction (usually the terminal deployer) and the

institution which issued the debit card. Specifically, the card-issuing

institution (or its agent) must authorize or reject the request (and debit the

customer's account if the transaction is authorized), and the transaction

acquirer must credit the merchant's account if the transaction is authorized.
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When the same institution both issues cards and acquires transac-

tions, the above processing can be done directly. Ail pertinent information

needed for processing is available to the institution. If the two

institutions are different, however, a mechanism for transmitting the informa-

tion between the institutions is needed. In addition, the information must be

interpretable to both institutions. Finally, a mechanism for transmitting

funds between the card user's account and the retailer's account must be in

place. This process of transmitting information between institutions and

processing that information is called "interchange." The POS industry has

developed elaborate and detailed procedures for effecting interchange in

recent years, including the establishment of switches whose primary role is

the accurate routing of transaction and settlement messages between acquirer

and issuer.

In an EBT system, interchange would allow Food Stamp Program

recipients in one State to access their benefits in a store participating in

another State's EBT system. Such interchange would give program recipients

the flexibility of using program benefits that they now have in the coupon-

based issuance and redemption system. That is, program recipients can now use

their food stamp coupons at any program-authorized retailer outlet, regardless

of that store's location.

Before interchange can occur between two States' EBT systems, a

number of system design features must be coordinated. First, the POS

terminals in each system must be able to read information contained on access

cards issued by the other system. This requires consistency in card informa-

tion and its location on the card. Second, the EBT databases maintained in

both States must be capable of receiving and transmitting messages to a

switching facility. Third, the information and format of the messages

(including data encryption procedures) must be consistent, or the information

sent and received by the other party will not be interpretable. Fourth, both

States must reach agreement on standardized procedures for settlement of funds

and reconciliation of transactions. Fifth, agreement must be reached on how

errors will be handled and the locus of liability when errors occur. Finally,

arbitration procedures must be in place. To facilitate interchange in ¢ommer-
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cial POS networks, the American Bankers Association (ABA) has developed

guidelines for all these design and procedural features. 1

In the Multiple Design approach to developing a nationwide EBT

system, no assurance exists that interchange among States would be possible.

If each State has the option of designing its own EBT system, nothing prevents

each State from developing its own procedures for card information, message

formats and content, and the Like. Even if these features were identical

between two States, there is no requirement that the individual States develop

the communications linkage (e.g., through a switch) necessary for interchange.

One real disadvantage of the Multiple Design approach, therefore, is

the lack of an assured interchange capability with other States. The severity

of this disadvantage would be most apparent in States where large metropolitan

areas lie on State borders, if program recipients in these areas are

currently accustomed to crossing State borders while shopping for groceries,

lack of interchange would require a substantial change in shopping patterns.

It is important to note that interchange cannot be achieved in the

Multiple Design approach by simply adding it aa a functional or special

program requirement for an EBT system. For interchange to occur, there must

be design requirements similar in scope and detail to the ABA guidelines and

negotiated agreements among the operators of individual EBT systems.

"STANDARDIZED DESIGN" APPROACH TO DEVELOPMENT

The "Standardized Design" approach to developing an EBT system with

nationwide coverage is similar in many respects to the Multiple Design

approach. Under the Standardized Design approach, FNS would specify

functional and special program requirements for each EBT system. System

performance standards might also be specified. In addition, the Standardized

Design approach again leaves the initiative for developing an EBT system to

each State Agency.

Unlike the Multiple Design approach, however, FNS would specify some

required design parameters in the Standardized Design approach. The amount of

1Guidel{nes for Online Debit Card Systems at the Point of Sale,
Alnerican Bankers Association, Washington, D.C., 1987.
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standardization required, of course, is a decision which FNS must address. In

making this decision, FNS must decide which design parameters are of suffi-

cient importance to a nationwide EBT system that Federal restrictions on

design flexibility are warranted. Reasons for restricting design approaches

could arise from several objectives FNS might pursue:

1) ensuring the availability of interchange,

2) ensuring the compatibility of a State's EBT system with

commercial POS and ATM networks,

3) protection of program and system integrity beyond that

which can be gained with functional or special program

requirements,

4) protection of recipient and retailer interests beyond

that which can be gained with functional or special

program requirements, and

5) improving the cost effectiveness of each EBT system.

Ensurin_ the Availability of Interchange. If FNS wants interchange

to be available in a nationwide EBT system, it must specify that each State's

system design be standardized with respect to those elements included in the

ABA guidelines for POS direct debit systems. Examples include the content and

_ocation of information encoded on the access card's magnetic stripe (so

terminal card readers in one State can read information on cards issued by

another State) and the content and format of transaction authorization

messages (to enabie one State's processor to interpret messages generated in

another State).

To ensure cross-State interchange in an EBT system, it is not

necessary that FNS specify the same standards recommended by the ABA, only

that the standards cover The same design elements. Given the existing work on

standardization which has occurred within the commercial POS industry,

however, it seems unlikely that any government agency would adopt a wholly

different set of standards. The existing industry standards have evolved from

many years of commercial operations, and they ensure efficient and reliable

processing of interchange transactions. If a different set of standards was

specified by F_S, the resulting nationwide system would necessarily have to be

a "stand-alone" system. That is, the system could not be integrated with

existing commercial systems.
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An area in which FNS might want co elaborate on existing standards

is for manual back-up transactions. In cooperation with industry representa-

tives, FNS could specify procedures which would allow interchange to occur

even if a terminal was not working or one of the two systems was otherwise

unavailable.

Ensuring Compatibility with Commercial POS and ATM Networks.

Compatibility can best be achieved by adopting the design guidelines issued by

the ABA. The ABA guidelines are also consistent with technical standards

issued by the International Organization for Standardization (ISO) and the

American National Standards Institute (ANSI). These latter standards cover

the use and format of a cardholder's Primary Account Number (PAN); physical

characteristics of the access card; content and format of encoded information;

message formats; information codes; PIN generation, assignment, delivery and

issuance, and replacement; PIN pad key layout; and PIN encryption and

verification procedures. Where the guidelines go beyond the ISO and ANSI

standards, the guidelines have been submitted to ISO and ANSI with a request

for development of standards.

It should be noted that most commercial POS networks do not fully

conform to the ABA guidelines, especially in the areas of message formats and

which types of transactions they can process. While this incompatibility does

not preclude interchange, it makes interchange much more difficult to achieve.

To facilitate future interchange efforts, many networks are adhering to these

guidelines as they upgrade their equipment and redesign their systems.

Protecting System Integrity. Many factors affecting system and

program integrity can be controlled through detailed functional and special

program requirements. Examples include requiring (1) verification of the card

user's identity, (2) verification that messages from a POS terminal are being

transmitted from a program-authorized retailer, (3) reconciliation of benefits

posted to a recipient's EBT account, (4) reconciliation of daily transactions

against changes in recipient account balances, and (5) restriction of physical

and telecommunications access to the system.

If detailed functional and special program requirements cannot

adequately ensure system integrity, design standards dealing with system

security could be imposed. These standards could entail some of the

provisions included in Federal requirements for computer and automated data
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processing (ADP) security. 1 Furthermore, they need not be limited to the

design of system hardware and software. System operating procedures, periodic

security reviews and audits, and training of system operators and participants

could also be covered in system "design" requirements.

Protectin_ Recipient and Retailer Interests. As with protection of

system integrity, recipient and retailer interests can be protected in large

part by the functional and special program requirements which FNS specifies

for an EBT system. The functional requirements for crediting retailers can

specify within how many days a retailer must receive credit for an EBT sale.

Requirements for retailer and recipient training are intended to help both

groups of participants as well as to promote efficient and accurate usage of

the system.

Any system performance standards which FNS imposes on an EBT system

are also designed to consider the interests of retailers and recipients.

These standards might cover maximum response times at the POS terminal,

maximum times for vendors to repair or replace faulty store equipment, and

maximum allowable periods of system downtime, as well as other features of

system performance. A separate report prepared for FNS, for instance,

recoa_nended a maximum period of system unavailability of 0.5 percent and a

maximum time until equipment repair of 3 hours. 2

Despite the above requirements which help to protect recipient and

retailer interests, detailed design standards also can act to improve service

to all participants. Certainly, any design specifications meant to allow

interchange among States' EBT systems further protect recipient and retailer

interests. Detailed standards of how manual authorizations are to be

performed can eliminate procedures which are difficult to implement at the

checkout counter. As another example, if the current or future EBT demonstra-

tions show that either on-line or off-line EBT systems best protect retailer

and recipient interests, FNS could specify that an EBT system incorporate one

or the other technologies.

1These requirements are reviewed in Chapter 6.

2john A. Kirlin, Performance Standards for Electronic Benefit

Transfer Systems, Cambridge, Massachusetts: Abt Associates Inc., September
1987.
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Improvin_ Cost-Effectiveness. Cost-effectiveness is a major goal in

the development of an EBT system, in striking a balance between cost-

effectiveness and other objectives (e.g., system security, ease of use), FNS

may determine that some system designs best meet these competing requirements.

System operating costs, however, are not the only component of a

system's cost-effectiveness. The costs of system design, development and

implementation also must be considered. At first glance, one might think that

the Standardized Design approach to implementing a nationwide EBT system would

necessarily be more cost-effective than the Multiple Design approach. After

all, by restricting design choices, FNS would reduce State Agency and vendor

time spent considering other design options. In addition, once a system

vendor developed an EBT system for one State, much of the development effort

for other States would already be completed.

These factors might indeed reduce overall design and development

costs. Even with the Standardized Design approach, however, substantial work

may be needed in each State to develop the interface between the vendor and

the State Agency's data files. Indeed, in some States the design restrictions

could increase this required effort if an alternative design approach would be

simpler to implement. I: is also possible that the Standardized Design

approach could reduce competition among vendors. Vendors with existing POS

systems, for instance, might decide not to compete if the EBT design

requirements would force then to substantially modify their existing software

or hardware. Limiting competition could increase both development costs and

subsequent operating costs. Restrictions on system design could also prevent

some vendors from submitting a design which would be most cost-effective for a

particular State, even if it was not the most cost-effective design for other

States.

"UNITARY DESICN" APPROACH TO SYSTEM DEVELOPMENT

Both the Multiple and Standardized Design approaches to developing a

nationwide EBT system require that each State Agency develop or procure the

means to authorize EBT transactions initiated at POS terminals and to settle

these transactions (although funds for settlement are provided by the Federal

government). In the Unitary Design approach to development, FNS would bypass

much of the development and operations effort at the State leve_ and would



develop and operate (with the assistance of one or more vendors) a national

(as compared to nationwide) EBT system.

A Unitary EBT system could involve either centralized or regional

authorization of EBT transactions. In a centralized system, one vendor would

be responsible for maintaining an EBT database that contained records for

every food stamp recipient being served by the system. All EBT transaction

messages would be transmitted to this vendor's processing center for authori-

zation. Conceptually, the messages could be transmitted directly from POS

terminals to the national processor, but the more feasible approach would be

for messages to funnel to the processor through existing network switches.

After checking the requested purchase amount, the recipient's remaining food

stamp balance and the retailer's program authorization, the national processor

would send an authorization or reject message back to the POS terminal (again,

either directly or through switching facilities).

The national processor would settle each day's activity by proces-

sing that day's transactions and initiating a funds transfer from the U.S.

Treasury to retailers' depository institutions.

In a regional system, a single processor within each region would be

responsible for maintaining the EBT database for all food stamp recipients

within the region participating in the EBT system. In general, each regional

processor would perform all the functions that the national processor performs

in the centralized version of this approach. The major difference is that, in

order to allow full interchange, each regional processor would have to act as

a switch, routing transaction messages to (and accepting messages from)

another regional processor when recipients crossed regional boundaries and

wanted to access their food stamp benefits.

In either a centralized or regional version of the Unitary Design

approach, State Agencies would be responsible for sending EBT issuance

authorization files to :he central or regional processor. The vendor

operating the processing center would need to specify one or more allowable

formats for issuance files, and the Agencies' data processing centers would

have to modify their software to provide the issuance files in the designated

format.
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As with the other development approaches, State Agencies would still

need access to the EBT database for administrative functions (e.g., setting up

accounts, checking balances, placing holds on accounts when cards are reported

as lost or stolen). With a national or regional processor, however, more

uniformity in allowable administrative functions and methods would need to be

imposed across the States served by the processor. Similarly, management

reports on activity by a State's participants would necessarily be more

uniform, given the common structure of the EBT database. Some tailoring of a

State's management reports would be possible (within the constraints of the

database), although this would increase development costs and, perhaps,

operating costs.

/_ne Unitary Design approach will facilitate the reporting of EBT

system activity to FNS' national headquarters and the Regional Offices.

Instead of receiving many different reports (possibly containing different

information in different formats), FNS could receive reports from a national

processor which s_rize activity by State, by FNS Region, and for the entire

system. In the regional version of the Unitary Design approach, the indivi-

dual regional processors could submit reports in a standard formmt, or they

could transmit summary information to one of the regional processors for data

compilation and report generation.

One potentially difficult aspect of the Unitary Design approach is

retailer recruitment and management. In the Multiple and Standardized Design

approaches, each State (or its vendor) would be responsible for: recruiting

retailers for the EBT system, deploying and maintaining terminals, training

retailers, acquiring and authorizing EBT transactions, and effecting settle-

ment. Responsibility for these tasks is therefore spread across many

organizations. In the Unitary Design approach, the national or regional

vendors will be responsible for retailer recruitment and management. Even

though these vendors might subcontract with local institutions (e.g., banks,

existing POS networks, and service vendors) for retailer recruitment,

training, terminal deployment and maintenance, the national or regional

vendors would have final responsibility for seeing that these tasks were

completed. This centralization of responsibility adds a layer of required

management and supervision not found in the Multiple and Standardized Design

approaches.
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2.4 PARTICIPANTS IN A NATIO_IDE EBT SYSTEM

In considering the feasibility of a nationwide EBT system (regard-

less of which development approach might be followed), it is necessary to

understand that a large number of different institutions, recipients and

retailers will be impacted by implementation of such a system. This section

identifies these groups and discusses how each group's activities would differ

according to which development path is followed.

FOOD STAMP RECIPIENTS

Nearly all Food Stamp Program households receive benefits in the

form of food stamp coupons. Recipients can use these benefits at any program-

authorized store, regardless of location. Furthermore, the coupons have no

expiration date. Once issued, they can be used at any time, even after the

household becomes ineligible for further program participation.

With the introduction of an EBT system, all food stamp benefits

issued to each household participating in the system would be accessible only

through the EBT system. If some currently authorized retailers decided not to

participate in the EBT system, households' use of benefits would be somewhat

more restricted than at present. /'he extent of restriction, of course, would

be directly related to which stores within each market area decided not to

participate in EBT. If interchange with other States' EBT systems was not

possible, use of benefits would be further restricted. This would priautrily

affect recipients living near State borders. These restrictions on where EBT

benefits could be used would be alleviated if EBT benefits could be converted

to coupons. /'ne extent of the restriction would depend on policies regarding

when and under what circumstances conversion would be allowed.

Recipients participating in an EBT system would need training in how

to use the system, an aspect of participation that exists in the coupon-based

system to a lesser degree.

Recipients' interactions with an EBT system ,my differ depending

upon which development path is selected. For some recipients, use of benefi%s

wou_d be less res%rioted if interchange was possible, a design factor not

likely to be incorporated in the Multiple Design approach. The Multiple
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Design approach is also most LikeLy to result in differences across States in

Now recipients use an EBT system. The most dramatic difference would occur if

some States selected an off-Line system design while others implemented on-

Line EBT systems.

PROGRAM-AUTHORIZED RETAILERS

Program-authorized retailers accept food stamp coupons in lieu of

cash from program recipients. Retailers receive cash credit for the coupons

when they deposit the coupons, along with Redemption Certificates, at their

financial depository institutions. The Redemption Certificates specify the

store's name and deposit amount and are used by FtlS in monitoring stores'

redamption vol,,mes.

With the implementation of an EBT system, participating retailers

must accept the installation of EBT equipment (i.e., POS terminal, PIN pad and

printer) at all or some of their checkout stands. Checkout clerks and

management personnel must be trained in how to use the POS equipment. Store

managers (or designated personnel) must also follow special procedures for

reconciling food stamp sales with receipts. Instead of counting coupons to

balance the cash drawer, the store must match EBT sales with subsequent

credits to the store's EBT account.

Store personnel will also need to learn appropriate procedures for

initiating and reconciling manually authorized sa[es. Such sales are neces-

sary when system or store equipment malfunctions prevent the electronic

authorization of EBT sales.

If al1 food stamp recipients are not served by an EBT system, some

retailers will continue to handle food stamp coupons as well as EBT transac-

tions. If retailers elect not to participate in an EBT system, they might

lose whatever business had been generated by recipients participating in the

EBT system, depending upon policies concerning the conversion of EBT benefits

tO coupons.

In general terms, the changes to retailer operations described above

will not vary depending upon which development path is selected. For each

development path, EBT equipment must be installed, retailers must be trained,

back-up procedures must be available, and reconciliation of sales must be

accomplished.
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The details of how a retailer interacts with an EBT system, however,

depend upon the selected design of the system. The most obvious difference is

whether an on-line or off-line system is implemented. A second issue is

whether the EBT system is compatible with existing commercial debit card

operations. Other design choices affecting retailers include which programs

are incorporated into an EBT system (e.g., will retailers be asked to provide

cash to AFDC recipients using the system), the availability of ATM services

for EBT recipients at retailer locations, the required procedures at the POS

terminal, procedures for authorizing manual sales, and how settlement is

done. Finally, the system's performance (which is affected by system design)

will have major consequences for retailers.

Although the design of an EBT system within a given State may vary

depending upon which development path is selected, one cannot say with

certainty that one development path will be more advantageous to retailers

than another. As described below, however, the choice of development path can

affect selected groups of retailers.

It is likely that the speed of system implementation will vary

according to the selected development path, although it is not clear which

development path would lead to the quickest start-up of an EBT system within a

given State. Under the Multiple or Standardized Design approaches, some

States might be ready to implement an EBT system within a couple of years.

Other States might not implement an EBT system for a decade or longer, if

ever. If the Unitary Design approach were selected, it is likely that some

States' EBT efforts would be delayed while they wait for the system to be

implemented. For those States not currently considering an EBT system,

however, the existence of a Unitary system might speed local efforts to tie

into the existing system. 1

It is also possible that large retail chains would prefer the

Unitary Design approach, or at least the Standardized Design approach over the

Multiple Design approach. For chains with stores in more than one State,

management would probably prefer as much uniformity as possible in EBT

operations across States.

lA discussion of individual States' interest in EBT systems is

presented in Section 7.2.
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FINANCIAL INSTITUTIONS

Financial institutions now accept food stamp coupons like cash for

deposit by food retail customers. After processing the paperwork associated

with these deposits, they send the coupons to a Federal Reserve Bank (or a

correspondent bank which, in turn, sends the coupons to the Federal Reserve)

for credit to their account. Some financial institutions also act as coupon

issuance agents for State Agencies.

With an EBT system, financial institutions will receive fewer (or

possibly no) coupons from their retail food customers. Retailers' EBT credits

will be transmitted electronically to the institution, possibly through the

Federal Reserve's Automated Clearing House (ACH) funds transfer system. To

the extent that the volume of deposited coupons decreases, financial institu-

tions wilt enjoy a reduction in the Labor-intensive effort required to count

deposited coupons and prepare the necessary paperwork for forwarding the

coupons to the Federal Reserve for credit. Based on interviews with bank

officials in Reading, most financial institutions will be happy to give up

their role as coupon issuance and redemption agents.

Because the back-end settlement procedures for an EBT system will

probably be quite similar regardless of which development path is chosen, we

see no reason why banks would prefer one development path to another.

TRANSACTION ACgUIRERS

For the Multiple and Standardized Design approaches, State Agencies

will have overall responsibility for deploying POS terminals in program-

authorized stores. Unless an Agency operates its EBT system, however, it will

not acquire the transactions. In addition, State Agencies have little or no

experience dealing directly with retailers. We therefore assume that each

Agency will contract with one or more vendors for terminal deployment and

transaction acquisition. Alternatively, an Agency's system developer could

handle terminal deployment and transaction acquisition, either directly or

through subcontracting arrangements. In the Unitary Design approach, the

national or regional vendors would be responsible for these tasks or for

arranging the subcontracts.
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It is possible that State Agencies or the national or regional

vendors may run into some difficulties finding institutions willing to deploy

terminals and act as transaction acquirers for EBT transactions. To under-

stand the potential difficulty, one must understand the business incentive to

participate in a POS system.

When financial institutions or other vendors deploy POS terminals in

retail outlets, they incur costs for the following activities:

1) contact and convince retailers to accept POS equipment,

2) negotiate contracts with the retailers,

3) purchase and install the POS terminals and equipment,

4) maintain the terminals and equipment,

5) acquire POS transactions,

6) either process the POS transaction or route it to the
transaction authorizer,

7) settle each terminal at the end of each business day,
and

8) periodically bill the retailer for all recurring costs

in the negotiated contract (e.g., lease costs, service
costs, transaction fees).

These costs are recovered in the recurring charges to the retailer, in

transaction acquisition fees paid to the acquirer when cardholders from

another institution use the terminal, and possibly in fees charged to its own

cardholders when they initiate POS transactions. The financial institution

also enjoys the benefits of building a more diverse busin _s relationship with

both the retailers and its cardholders. This relationship may lead to the

delivery of other profitable business services, as well as the use of funds

held in depositors' accounts.

In an £BT environment, a financial institution (as terminal

deployer/transaction acquirer) loses some of the benefits described above.

Because all program-authorized retailers need terminals, the financial

institution will need to deploy terminals in many stores where other business

prospects may be Limited or not valued by the financial institution. In

addition, because program recipients will not be bank customers, there is no

opportunity for collecting fees from the recipients and little incentive :o
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try to draw the recipients into a customer relationship. Instead, the finan-

cial institution will have to negotiate a contract with the State Agency or

the system developer that covers all costs except acquisition and settlement

fees. These latter fees will be billed to the system operator and, in turn,

will become part of the vendor's fee to the State or FNS for providing EBT

processing services.

The above discussion is not meant to suggest that finding local

institutions to deploy terminals will be impossible. The important point to

recognize is that the business case for deploying EBT-only terminals in an EBT

system is different than deploying POS or integrated EBT/POS terminals.

Terminal deployers may not see the same business advantages to deploying EBT-

only terminals. As such, they may be [ess .likely to contract for these

services, or they may require higher reimbursement for the services they do

provide. To the extent that terminal deployers can install a mix of EBT-only

and EBT/POS terminals, of course, potential future benefits accrue to the

deployer, and it should be easier to find institutions willing to deploy

terminals.

STATE WELFARE AGENCIES

Once a Federal decision is reached to expand EBT systems beyond

pilot demonstrations, State Agencies will play a key role in the implementa-

tion of any EBT system, regardless of the development approach taken. As

described below, however, their role under the Multiple Design and

Standardized Design approaches is somewhat different than under the Unitary

Design approach.

In either the Multiple or Standardized Design approaches, the State

Agency makes the initial decision abou_ whether or not it wants to use an EBT

system to issue and redeem program benefits. Once the decision to implement

an EBT system is reached, the Agency is totally responsible for managing the

design, development, implementation and operation of the entire system.

System design and operation, of course, must conform to any functional,

special program, per[ormance or design constraints imposed by FNS.

Most, if not all, Suate Agencies will enter into contracts with one

or more vendors to design, develop, implement and operate their EBT systems.

Some States could opt instead for turnkey systems which they would operate, or
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even decide to' manage system design and development themselves. As in Penn-

sylvania, however, vendor support is likely to be needed for some tasks.

Regardless of the detailed approach to development, the vendors will be

selected by the State Agency.

In the Unitary Design approach, each State Agency again makes a

decision about whether or not to implement an EBT system. In this approach,

however, the EBT system will be integrated with the national system. To

achieve this integration, the Agency will have to enter into a contract with a

vendor selected by FNS.

The State Agency's interaction with the regional or national vendor

will have to cover the following functions:

* sending issuance authorization files to the vendor,

· accessing the vendor's database to perform administra-

tive functions,

· settling EBT debits involving State-provided benefits,
and

· receiving and reviewing summary reports on system
activity.

Although each of these functions also occurs in the Multiple and Standardized

Design approaches, implementing these functions in the Unitary Design approach

will be different, as described below.

Issuance Authorization Files

In each development approach, the State Agency will have _o pass

information about new accounts and benefit authorizations to the vendor. In

the Unitary Design approach, however, the format may be pre-defined by the

vendor. Although the vendor may be able to modify its format requirements to

meet local needs, the range of possible formats will probably be more limited

than in the Multiple or Standardized Design approaches. The vendor's database

design may restrict format choices because the regional or national vendor has

to accept other States' issuance authorization files as well.
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Accessin_ the Vendor's Database

The EBT vendor will be responsible for maintaining :he client

database. Each local office will have to be able to access :his database to

perform administrative functions like card or account sec-up, history and

balance inquiries, and "hotcarding" lost or stolen cards (co prevent unautho-

rized use of the card). Again, because the vendor in the Unitary Design

approach will have a database chat encompasses more than one State's EBT

population, the vendor will impose some uniformity on database structure and

content. This means that the State Agency will have less flexibility in

designing database access and functions than in the Multiple and Standardized

Design approaches.

Settlement

For cash assistance programs whose benefits are funded partly or

totally from State treasuries, the EBT vendor will need to access these funds

during each day's settlement of the State's EBT system. In an effort to

streamline its back-end settlement activities, the vendor in the Unitary

Design approach may restrict somewhat the different methods for achieving this

aspect of intesration. While the vendor may not need to impose identical

settlement procedures on all States, it is probably correct to assume that

design flexibility for this aspect of system operations will be more limited

than under the Multiple and Standardized Design approaches.

S,,---Jry Reports

The vendor will provide the State Agency with periodic reports

s---nsrizing all financial and administrative activity related to the State's

EBT participants. While the State Agency and the vendor will have some

opportunity for negotiating the content and format of these reports, report

content will be directly influenced by the structure of the vendor's databases

and processing system. Thus, once again, a State Agency will not have as much

flexibility in defining report content and format in the Unitary Design

approach as in the other development approaches for an EBT system.
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LOCAL WELFARE OFFICES

Nearly all interaction between Food Stamp Program staff and program

recipients occurs at local welfare offices. Throughout the United States,

there are approximately 3,600 such local offices.

The introduction of an EBT system will have little effect on

certification activities at local offices, but it will change issuance

procedures. Instead of issuing checks for cash assistance programs and

coupons (or coupon-authorization documents) for the Food Stamp Program, local

offices will become involved with EBT card issuance, client training, and

performing administrative updates to the EBT database.

In the current round of State-initiated EBT demonstrations, the

project vendors are assuming responsibility for initial card issuance and

recipient training. In one site, the vendor will also do card issuance and

training after system implementation. In a Statewide EBT system, however, it

seems more likely that local offices will assume card issuance and client

training responsibilities, at least for ongoing operations. Of course, a

vendor could assist in preparing a training curriculum and training materials.

Local welfare offices' general responsibilities in an EBT system

will be the same regardless of which development approach is taken. In the

Multiple and Standardized Design approaches, however, State Agencies will have

more flexibility in designing how local offices interact with the system for

administrative functions. This design flexibility could allow the

introduction of more cost-effective administrative procedures than under the

Unitary Design approach.

FOOD AND NUTRITION SERVICE

The implementation of any nationwide EBT system will require major

changes in FNS' administration of the Food Stamp Program. As might be

expected, the greatest changes occur if the Unitary Design approach is

selected.

Multiple Design Approach

Before the Multiple Design approach to system development can be

implemented, EN5 must change existing Food Stamp Program regulations and
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specify the functional and special program requirements the State-initiated

systems must meet. FNS may also want to specify performance requirements for

EBT systems.

Once States begin initiating their EBT systems, FNS will need to

monitor development and implementation activities and ongoing system opera-

tions. At a minimum, FNS will have to review system designs to ensure that

all functional and special program requirements are met. FNS also may want to

monitor system testing and implementation, although this could be left as a

State Agency responsibility. Once a system is operational, FNS would need to

provide the same type of oversight as is currently performed for States'

coupon issuance systems. Due to the greater number of functions performed by

an EBT system and the number of systems involved, however, the amount of

oversight needed would increase. For instance, benefit redemption, settlement

and reconciliation would have to be separately monitored for each State

system, whereas in the coupon system many of these functions are centralized

within the banking system (the Federal Reserve being the primary point of

contact with the U.S. Treasury and FNS). In addition, the F%IS field offices

would need to transmit retailer authorization inforl_ation to the States (or

their vendors), a task not present in the coupon system.

Unless the State-initiated EBT systems completely eliminated paper

coupons, FNS would still remain responsible for all coupon-related activities

and management currently being performed. Because the level of coupon issu-

ance and redemption would be reduced, however, the management effort also

could be reduced.

Standardized Design Approach

FNS' responsibilities for a nationwide EBT system remain virtually

the same under the Standardized Design approach as under the Multiple Design

approach to development. The major difference is that FNS must also decide

which design features of the States' EBT systems are to be standardized.

As in the Multiple Design approach, FNS will need to review proposed

system designs to ensure compliance with functional and special program

requirements. Compliance with specified design requirements will also need to

be monitored. This review process is likely to require somewhat more effort

on FNS' part, especially if interchange with other States' EBT systems is

anticipated.
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Unitary Design Approach

In the Unitary Design approach, FNS must take the initiative to

procure the services of one or more vendors to establish the basic infrastruc-

ture of the national EBT system. Early in the procurement process, FNS must

decide whether a centralized or regional system is most advantageous. It will

also have to decide which basic system design (e.g., on-line, off-line, or

some combination) is most suitable for a national EBT system.

The choice of a centralized or regional Unitary system may not rest

solely on technical or initial cost considerations. If a single vendor is

selected to operate a centralized EBT system, it may be quite costly to change

vendors in the future. If a number of vendors are selected to operate

regional systems, it probably will be easier (and less costly) for one of the

vendors to assume responsibilities for another vendor if that region's vendor

either goes out of business, decides not to renew its EBT contract, or

increases its prices substantially at contract renewal. Of course, with

multiple vendors, FNS will need to spend more time each year on contract

management than if a single vendor is selected.

In some respects, FNS' interactions with State Agencies will be less

under the Unitary Design approach than under either the Multiple or Standard-

ized Design approaches. There will be less time needed for review of system

designs, and most system management information will be provided directly by

FNS' vendor(s) rather than by the States and their vendors. Because State

Agencies will be interacting with an FNS-selected vendor as they implement and

operate their EBT systems, however, one cannot ignore the possibilities of

local disagreements that need to be arbitrated at the Federal level. FNS also

may have to commit to more of a "recruitment" effort in the Unitary system.

Some State Agencies will prefer the Multiple or Standardized Design approaches

to the Unitary system, and FNS may need to convince these Agencies of the

advantages of the Unitary Design approach. This may be particularly difficult

in those sites which have already implemented their own syltems. Of course,

FNS could allow some States to continue existing EBT systems, while providing

the Unitary system to all other States. This opens the door to all States

demanding the right to develop their own systems, however, and it partially

defeats the advantages of the Unitary Design approach, especially if

interchange with and among the existing systems cannot be achieved.
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Another reason for recruitment efforts by FNS is that total costs

per case may decline as more recipients are placed on the system. Whether or

not costs decline will depend largely on the nature of the contracts with the

national or regional vendors. If the vendors offer discounted prices for

larger transaction volumes, costs per case will decline as more States

participate in the system.

2.5 OPIATING PA_S OF A NATIONWIDE EBT SYSTEM

Because this report examines the feasibility of implementing a

nationwide EBT system from differen_ perspectives, it is useful to consider

the general size of a nationwide EBT system. These operating parameters will

help in anticipating what is involved in implementing and operating a nation-

wide EBT system.

PREPARING RETAILERS FOR AN EBT SYSTEM

. Approximately 222,000 retail food outlets are authorized to partici-

pate in the Food Stamp Program. If one envisions a nationwide system with

complete geographic coverage, POS terminals and related equipment (i.e., PIN

pads, printers, telephone lines) need to be deployed at each retail site.

Furthermore, store owners and staff need instruction on how to use the system.

If EBT equipment is to be installed at all checkout counters in each

program-authorized store, approximately 577,200 direct debit POS terminals and

related equipment would be needed. This estimate is based on an average of

2.6 checkout lanes per store. 1 By way of comparison, only 51,000 commercial

debit card terminals are in use throughout the country. 2 The number of

required EBT terminals could be reduced by using debit terminals deployed in

food stores, but only about 20,000 such terminals have been deployed so far.

0

iThe estimate of 2.6 checkout lanes per store reflects the number of
stores and lanes in the Reading and State-initiated EBT demonstrations.

2Credit card networks have deployed about 800,000 credit card
terminals nationwide, so a precedent exists for deployment of large numbers of
debit card terminals. Chapter 4 addresses the possibility of using credit
card terminals for debit transactions.

55



Three factors could help reduce the number of EBT terminals needing

to be deployed. First, conunercial networks could deploy more terminals in

retail food outlets in the near future. Second, it might not be necessary to

deploy terminals at every checkout counter. 1 Third, retailers with low food

stamp sales volumes might be able to use regular touch-tone telephones to

obtain authorization for EBT sales. Even with these factors, however, the

number of terminals needing to be deployed would still be very high. Clearly,

the magnitude of this effort cannot be underestimated.

With respect to training requirements, it is not unreasonable to

expect an average of 60 minutes per store for on-site training. This

translates into 222,000 total hours for retailer training. Assuming that one

person could train employees at an average of four or five stores per day

(allowing time for scheduling visits and travel between stores), about 50,000

days of training would be required. To train all stores within three years,

one would need a team of about 70 instructors working full time. 2

Training resources could be reduced if store managers and employees

went to group training sessions. If group size were restricted to about 24

and an average of three people from each store were trained, however, nearly

28,000 training sessions still would be needed. Group participants would then

train those employees who did not attend the group training sessions.

Once all stores have been equipped and trained, there is a need for

ongoing support as new stores are authorized. Evidence from the Reading

demonstration suggests that the number of newly authorized stores each month

equals, on average, about one percent of the existing retailer base. Thus,

for a nationwide system with 221,000 program-authorized retailers, about 2,220

new stores would need EBT equipment and training each month. Some of the

equipment could be taken from stores leaving the Food Stamp Program, thereby

reducing additional equipment costs.

lThis issue is being examined in the State-initiated EBT demon-
strations.

2"Full time" assumes five-day work weeks with eight holidays and two
weeks vacation.
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If an EBT system includes cash assistance participants, merchant

participation need not be restricted just to Food Stamp Program-authorized

retailers. Cash assistance recipients could access their benefits at any

store electing to participate in the system. If non-food stores participated,

terminal deployment and retailer training requirements would be greater than

those listed above.

PREPARING CLIENTS FOR AN EBT SYSTEM

All program recipients participating in an EBT system need EBT

access cards and training. There are approximately 7.05 million households

participating in the Food Stamp Program and 3.77 million households partici-

pating in the AFDC program. About 80 percent of AFDC households also

participate in the Food Stamp Program, and we assume that card issuance and

training could be integrated for these households.

If all food stamp and AFDC households participated in an EBT system,

about 7.8 million EBT cards would have to be purchased, encoded and issued to

recipients. Assuming that these functions would be carried out at the nearly

3,600 local welfare offices in this country, the average office would have to

issue approximately 2,175 EBT cards when that office converted to the EBT

issuance system. Larger offices, of course, would have to issue many more

cards.

Each month, approximately 390,500 new households are certified as

eligible to participate in the Food Stamp or AFDC Programs (an intake rate of

5 percent). Thus, once all offices were participating in an EBT system, up to

390,500 new cards would need to be issued each month. 1

With respect to training, if we assume that an average of 20

FSP/AFDC recipients can be trained in an hour (as in Reading), total training

requirements at system start-up is about 390,500 hours. This averages to

approximately 109 hours of direct training per local welfare office. An

1The actual number might be smaller, because many "new" recipients

reapply to the Food Stamp Program after a short period of ineligibility. If
these recipients retained their old cards, new cards would not need to be
issued. Any reduction, however, is likely to be more than offset by replace-
ments for lost, stolen or damaged cards (estimated at 3.5 percent based on
data from the Reading EBT demonstration).
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additional 10.8 hours per month would be needed at each office to train newly

eligible recipients. 1

PREPARING THE SYSTEM DATABASES FOR OPERATION

Before an EBT system can begin operations, four databases need to be

created: a client authorization file, retailer files, a transaction log file,

and a history file. These databases are described below.

Client Authorization File

As discussed in Section 2.2, information about recipients participa-

ting in an EBT system will be stored in a Client Authorization File. If one

processor is responsible for authorizing all EBT transactions in a nationwide

EBT system (i.e., the centralized version of the Unitary Design approach),

that processor's CAF would contain 8.4 million records. 2 In the regional

version of the Unitary Design approach, the average size of the CAF would be

about 1.2 million records if processing were split among seven regional

processors. In the Multiple and Standardized Design approaches, each State's

CAF would reflect that State's caseload. For a combined AFDC/Food Stamp

system, file size would range from as Iow as 11,000 (for States like Alaska,

New Hampshire and Wyoming) to as high as about 800,000 (for States like New

York or California).

Retailer Files

Transaction acquirers in an EBT system need to establish merchant

and terminal control files to ensure that only transactions from program-

authorized stores are routed to the EBT processor for authorization. These

1The estimate of 10.8 hours per month assumes an average of 2.5 one-

hour training sessions per week. This schedule should meet expedited service

requirements and, with an expected average intake of about 109 cases per
month, averages a manageable 10 clients per session. The intake volume of 109
cases per month is based on an EBT caseload of 2,180 and an intake rate of 5

percent.

2All estimates of the number of records in the CAF assume main-

tenance of inactive accounts for three months after a recipient leaves the
Food Stamp or AFDC program.
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files contain one record for each merchant served by the acquirer and one

record for each terminal deployed in those merchant locations. Acquirers must

also establish retailer account files for settlement.

Although the merchant, terminal and account files will need To

accommodate records for at least 222,000 retailers and perhaps 577,200

terminals, these records will be divided across the files of a large number of

acquirers. Thus, retailer files for any given acquirer need not be very

large.

Transaction Lo_ File

An EBT system also needs a transaction log file (TLF) for recording

information about all transactions being processed by the system. As

explained in the next section, the total number of POS and ATH transactions in

a nationwide EBT system serving both the Food Stamp Program and AFDC would be

about 72 million transactions per month. During days of peak transaction

activity, the daily volume of POS and ATM transactions could exceed 6 million

because benefit issuances (and use) are concentrated in the first two weeks of

each month. This volume is very high. In 1989, for instance, total POS debit

card volume in the U.S. was only about 13 million transactions per month. ATM

volumes were much higher at 422 million transactions per month. 1 Thus, a

nationwide EBT system with 72 million financial transactions per month would

represent an increase of about 17 percent over current total debit card

transactions.

History File

Finally, the EBT demonstrations to date have adopted a strategy of

providing on-line access to up to 60 calendar days of transaction activity.

This information is stored in a system History File. Using an average monthly

transaction level of 100 million (including administrative transactions, as

described below), the History File in a Unitary Design system with a single

processor would contain about 200 million records.

1Bank Network News, "1990 EFT Network Data Book," Vol. 8, No. 13,
November 1989.
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TRANSACTION PROCESSING

An EBT system needs to process many types of transactions during

daily operations. These include financial transactions and administrative

transactions. For a nationwide EBT system serving 7.05 million food stamp

clients and 3.77 million AFDC clients, the average monthly volume of transac-

tions could reach 100 million. Exhibit 2-4 summarizes the nature and volume

of these transactions.

Financial Transactions

Financial transactions include all transactions which affect the

level of funds remaining in a recipient's or a retailer's account. As such,

they include food stamp and AFDC benefit authorizations, food stamp purchases,

food stamp refunds, cash withdrawals, and transfers of funds to retailers' or

banks' accounts.

The only evidence to date about usage of an EBT system by food stamp

recipients comes from the Reading EBT demonstration. As shown in Exhibit 2-4,

Reading recipients averaged about 8 purchases and 0.01 refunds per month. On

average, recipients received 1.05 benefit authorizations per month. (Recipi-

ents receive more than one authorization per month when supplemental benefits

are authorized.)

Based on information from the AFDC pilot demonstration in Ramsey

County, AFDC recipients make an average of about 4 cash withdrawals each month

from ATMs and POS terminals. Exhibit 2-4 assumes that AFDC recipients receive

an average of about 1.5 benefit authorizations each month, because some States

make two authorizations per month.

In a nationwide EBT system, funds would have to be transferred to

transaction acquirers each day. Because the number of transaction acquirers

would be relatively small (probably less than 500, or 10 per State), the

number of funds transfers is too small to warrant a separate entry in the

exhibit.

Adding all the financial transactions in the exm _it yields an

average monthly volume of 84.61 million transactions.
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Exhibit 2-4

SUMMARY OF MONTHLY EBT TRANSACTIONS a

Total Monthly

Monthly Frequency Number of Volume

Transaction Type per Participant Participants (millions)

Financial Transactions

Food stamppurchases 8.00 7.05 million 56.40

Food stamprefunds .01 7.05million .07

Food stampissuances 1.05 7.05 million 7.40

AFDC withdrawals 4.00 3.77million 15.08

AFDC authorizations 1.50 3.77 million 5.66

Subtotal 84.61

Administrative Transactions

Set up new accounts .05 7.80 million .39

Set up new/replacement cards .085 7.80 million .66

FS balanceinquiries 1.00 7.05 million 7.05

AFDC balanceinquiries 1.00 3.77 million 3.77

Retailer deposit inquiries 15.00 222,000 3.33

Other 278.00 3,600 1.00

Subtotal 16.20

Total Transactions 100.81

Note: abased on 7.05 million food stamp recipients, 3.77 million AFDC

recipients, 222,000 retailers, and 3,600 local offices. Estimates of
the volume of financial transactions are based on information from

the Reading and Ramsey County EBT demonstrations.
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Administrative Transactions

Administrative transactions include setting up new recipient or

retailer accounts, initializing new access cards, placing holds on accounts

when cards are reported as lost or stolen, performing balance inquiries, and

other general maintenance functions.

The Reading and Ramsey County demonstrations do not provide evidence

on the average number of administrative transactions performed each month for

the respective food stamp and AFDC caseloads. The figures in Exhibit 2-4,

therefore, represent a "best guess" as to the likely n_agnitude of administra-

tive transactions. With a 5 percent intake rate for the AFDC and Food Stamp

Programs, 390,000 transactions would be required each month to set up new

accounts. 1 New cards would have to be issued to both new recipients and

existing recipients who report their cards as lost, stolen or danteged. With a

5 percent intake rate and a 3.5 percent card replacement rate (based on data

from Reading), 663,000 transactions would be required to pass card inforn_ation

to the database. If each food stamp recipient made one balance inquiry

against the database each month, an additional 7.05 million administrative

transactions would need to be processed. Similarly, if each AFDC recipient

m.ade one balance inquiry per month, 3.77 million administrative transactions

would be generated.

If one-half of att retailers made daily inquiries to the database to

check recent deposit infotnnation, 3.33 million inquiries would be processed

each month (i.e., an average of 30 daily inquiries from each of 111,000

retailers).

Finally, to cover "other" administrative functions (e.g., checking

transaction histories, entering information from manually authorized sales,

placing holds on accounts, removing dormant accounts from the database), we

have added 1 million transactions per month. This volume works out to about

278 transactions per month for each of the 3,600 local welfare offices, or

about .13 transactions per client per month.

1With 80 percent of AFDC cases also receiving food stamps, the total

number of AFDC and food stamp cases is about 7.80 million.

62



Adding all the administrative transactions in Exhibit 2-4 yields

16.20 million transactions per month. When the financial transactions are

included, the total number of monthly transactions in a nationwide EBT system

is estimated at 100.81 million. If a nationwide EBT system served only a

portion of the national caseload, of course, the number of monthly transac-

tions would drop proportionally.
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Chapter Three

ORGANIZATIONAL FEASIBILITY

A number of organizational issues arise in the implementation and

operation of a nationwide EBT system. These issues can be co[lapsed into four

major categories:

1) cooperation among Federal Agencies in administering a

multiprogram EBT system;

2) the nature of the relationship between FNS and State

Agencies in administering the Food Stamp Program,

including issues of cost allocations;

3) changes in the administrative responsibilities and

organizational structure of FNS; and

4) changes in the administrative responsibilities and

organizational structure of State Agencies.

These issues are discussed below, together with an examination of how the

organizational issues vary by the development path chosen for a nationwide EBT

system.

3.1 COOP_TION A!_ONC FgDgRAL AGENCIES

An MBT system has the potential to serve as an issuance or redemp-

tion system for many different government programs. Any program which issues

benefits to households or transfers funds to service providers could be

included in an EBT system. Examples include the Food Stamp Program; direct

cash assistance programs like AFDC, Refugee Assistance, General Assistance,

and Supplemental Security Income; and programs like subsidized day care or

subsidized school meals. An EBT system also could serve programs which

require verification of eligibility before services are provided (e.g.,

Medicaid). Many of the above programs already are being included in EBT or

EBT-like demonstrations.

If an EBT system is to serve multiple Federal and State programs,

the administering Agencies must work together during system design, develop-

ment, implementation and operations. To facilitate the coordination of

effort, an interagency task force or some other intergovernmental entity would

be helpful. Indeed, Federal Agencies have already developed a number of task

forces to address EBT issues.
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With respect to EBT system planning, development and operation, an

interagency task force probably could not represent a final decision-making

body. Individual Agencies would likely be unwilling to delegate such

authority or unable to under existing legislation. Nevertheless, the task

force could serve as a forum to address EBT system issues affecting multiple

programs. The following sections identify several of these issues.

BASIC SYSTEM DESIGN

A multiprogram EBT system could be based on on-line or off-line

technologies. A consensus on which technology is most appropriate may or may

not exist among individual Agencies, even after all currently planned

demonstrations are evaluated. Before a multiprogram system is implemented,

however, the participating Agencies must agree on basic system design.

Achieving this consensus would be an important goal of an interagency task

force.

Another basic design issue is whether or not the system should

support the interchange of EBT transactions across State borders. As

explained in Chapter 2, this choice will require standardization in design

components and development approach. The issue is also related to the

possible integration of an EBT system with commerical POS and ATM networks.

If either interchange or integration is desired, the EBT system design will

have to be compatible with standards adopted by commercial networks.

DEVELOPMENT APPROACH

Once a basic design for a multiprogram EBT system is agreed upon,

the next question is what approach to use to establish the system. This issue

also raises the question of the relative roles of State and Federal Agencies

in system design, development, implementation and operation. Should Federal

Agencies take the lead in establishing an infrastructure for a nationwide EBT

system (as in the Unitary Design approach to development) or should this be

left to State Agencies (as in the Multiple and Standardized Design

approaches)?

Regardless of the selected development approach, Federal Agencies

probably will want to provide oversight for the process of designing,

developing and implementing an EBT system. Oversight tasks include reviewing
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system design and test plans, addressing policy issues, monitoring system

acceptance tests, and reviewing implementation and training plans. Although

each Agency participating in an EBT system will have its own responsibilities

for oversight, the overall process can be coordinated through an interagency

task force.

LEGISLATIVE AUTHORIZATION

As explained in Chapter 6, the Food Stamp Act of 1977 must be

amended before the Food Stamp Program can participate in a nationwide EBT

system. Legislation affecting other programs may need changes as well. A

task force could serve as a vehicle to coordinate efforts to identify needed

legislative changes and to provide supporting testimony to Congress. The

individual Agencies would then take responsibility for promulgating any

regulatory changes needed for each program. Some coordination in promulgating

new regulations would be required to ensure that regulations for different

programs were consistent with respect to use of an EBT system.

SYSTEM OPERATIONS

The need for coordination among Federal Agencies will not end once a

nationwide EBT system is implemented. Federal Agencies will need to coordi-

nate their oversight of ongoing system operations. Although individual

Agencies probably will need to establish administrative units with responsibi-

lity for direct monitoring of system operations, there is likely to be some

need for coordinating Agency responses to policy questions or problems that

cross program lines.

Coordination of Agency responses may be needed at two levels. For

example, Federal Agencies should realize that the EBT system itself will be a

continually evolving system. States, system vendors, and Federal Agencies may

seek enhancements to the system over time, either in terms of programs served,

functions included, or technologies employed. Some of these enhancements may

arise as commercial POS systems mature and develop new products for the

private sector. Other changes may be needed as operating procedures and

policies for programs served by the system evolve. Thus, Federal Agencies

will continually be addressing how best to improve the system, and

coordination of these deliberations will be needed.
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At a second level, some coordination may be needed for day-to-day

operations of EBT systems. Examples include monitoring the system's

settlement of food stamp and AFDC purchases and cash withdrawals, and the

interagency oversight of cost accounts and cost allocations.

Because different Agency personnel would need to be involved in the

two levels of Agency interaction, these responsibilities may need to be

divided across separate interagency groups. Major policy issues or questions

of system enhancements could be addressed by the task force, while day-to-day

issues could be handled by communication among existing administrative units.

3.2 THE ADMINISTRATIVE RELATIONSHIP OF FNS AND STATE AGENCIES

In addition to the need for coordination among Federal Agencies, FNS

should recognize that the implementation of a nationwide EBT system will

change the relationship between Federal and State Agencies in program

administration. Some of these changes relate to who performs specific tasks;

these changes are described in later sections. Of greater interest in this

section is the possible fundamental change in FNS' and States' roles in

benefit issuance and redemption. Other possible changes include the

allocation of costs and liabilities between FNS and the States.

FNS' ROLE IN BENEFIT ISSUANCE

For the moat part, FNS allows the States to determine how Food Stamp

Program benefits should be issued. Program regulations specify a number of

different allowable issuance systems, but States determine which system or

combination of systems to use. FNS provides coupons to the States and

(through its Regional Offices) audits and monitors the issuance systems States

have implemented.

With the advent of EBT systems, FNS could treat EBT as just another

alternative issuance system which States, at their discretion, could adopt for

their entire caseload or portions thereof. In this respect, the availability

of EBT systems would not change the basic administrative relationship between

FNS and the States. States would continue to choose the issuance system(s)

they believed to be most appropriate.
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If enough States select EBT so that a sizeable portion of the

national caseload is switched to EBT systems, however, FNS might consider

eliminating coupon use altogether. To do so, FNS would have to rewrite

program regulations, eliminating the choice of coupon issuance systems. This

would reduce the States' current flexibility in choosing an issuance system

best suited to their needs, and State Agencies would probably view such a

situation as a major change in their relationship with FNS.

Whether an EBT system were treated as an alternative issuance system

or the only allowable issuance system, the choice of development approach also

has major implications for the relationship between FNS and State Agencies.

In the Multiple Design approach, FNS would give States considerable latitude

in choosing an appropriate system design. Less flexibility would be allowed

under the Standardized Design approach, but in both approaches States retain

total responsibility for selecting a vendor and implementing the system.

In contrast, the Unitary Design approach to developing an EBT system

introduces a fundamental cweeks of

each month. This volume is very high. In 1989, fuance. In this

approach FNS (in conjunction with other participating Federal Agencies)

selects the EBT system vendor and operator, and States must interact with the

vendor to tie into the system. Through its contract with the system vendor,

FNS becomes directly involved with actual benefit issuance (as opposed to

coupon supply) for the first time, and States lose some of their ability to

tailor the issuance system to meet local needs. As discussed more fully in

Chapter 7, some State Agenciesmay resist the implementation of a Unitary EBT

system, believing that such a system would inappropriately reduce their

ability to respond to local conditions. Thus, selecting a Unitary system not

only changes FNS' role in the major program function of benefit issuance, it

may require a substantial "marketing" effort on FNS' pert to dispel States'

concerns.

S,,mmmrizing, two aspects of a nationwide EBT system have the poten-

tial for changing States' current ability to select an issuance system and to

retain total responsibility for benefit issuance. Complete elimination of

coupons would limit States' choice of issuance systems, regardless of which

development path for an EBT system was selected. If a Unitary system was

implemented, States would share management responsibility for benefit issuance

with FNS. In either situation, FNS probably would need to gather political
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support at both the State and Federal level to successfully implement a policy

with such broad implications for the relationship between States and FNS in

administering the Food Stamp Program. The task force mentioned above could

serve as the vehicle for gaining the needed consensus and political support.

In addition to the above major issues, another issue related to the

implementation of an EBT system is the degree to which FNS and other Federal

Agencies provide guidance and participate in States' development of EBT

systems, especially under the Multiple and Standardized Design approaches to

system development. In the current round of State-initiated EBT demonstra-

tions, FNS has taken an active role in system design and, especially, testing

activities. Instead of just reviewing design and test plan documents, FNS has

found that greater guidance on the content and structure of these documents

has been needed. FNS may find similar needs as other States develop EBT

systems. Without some clear guidelines of what the role of FNS and other

Federal Agencies will be as States develop EBT systems, the Agencies may find

resistance and conflict concerning the appropriate boundary for Federal

involvement.

STATES' ROLE IN BENEFIT REDEMPTION

State Agencies currently have no role in benefit redemption in the

Food Stamp Program. As coupons are passed through retailers and financial

institutions and on to the Federal Reserve, FNS monitors retailers' redemption

levels and the food stamp coupon-related operations of the Federal Reserve.

With the implementation of an EBT system, States assume for the

first time a pivotal role in benefit redemption. Unless the Unitary Design

approach is followed, States will be responsible for seeing that POS terminals

are deployed in program-authorized stores and subsequently maintained. The

vendors selected for deploying terminals will be responsible for training

retailers, acquiring EBT transactions and crediting retailers' depository

accounts. The States' vendors also will be responsible for passing retailer

redemption data to FNS and for staffing a hotline to answer retailer

questions. In addition, the States will be responsible for ensuring that

retailers removed from the program can no longer accept food stamp EBT

transactions.
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The States' new role in benefit redemption clearly changes their

relationship with FNS in program administration. As discussed below, this

change may affect the current relationship in cost allocation and liability

for program losses.

ALLOCATION OF COSTS

FNS currently pays about 50 percent of each State's costs of

administering the Food Stamp Program. 1 Seventy-five percent funding is

available for the development of data processing systems which meet specific

functional criteria. EBT system development costs, however, do not qualify

for enhanced funding.

As detailed in Chapter 8, the development and implementation of a

nationwide EBT system will be very costly. These costs can be reduced through

use of existing POS terminals and processing capabilities, and the remaining

costs would be shared among Federal and State Agencies. Nevertheless, some

State Agencies have said that lack of enhanced Federal funding would be an

obstacle to EBT system development. It is therefore possible that the focus

of future debate over EBT systems will be on who pays for system development

and implementation. That is, under current funding formulae, States may not

have sufficient resources to initiate the development of EBT systems. If FNS

decides that the benefits of EBT systems outweigh their costs, it will have to

address these funding issues.

The question of FNS' share of development and implementation costs

becomes an even greater issue if FNS ultimately pushes for a nationwide system

that totally eliminates the use of food stamp coupons. In this situation,

State Agencies would no longer have the freedom to decide between sharing the

costs of the EBT system or continuing with their coupon issuance systems.

Issues of cost allocation also arise in ongoing operations of an EBT

system. In all three development approaches, FNS' costs for coupon production

and supply will be reduced or eliminated. In the Multiple and Standardized

Design approaches, State Agencies will incur costs related to benefit

1The 50-percent reimbursement rate may be adjusted because of
payment error rates.
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redemption--costs now borne by FNS in the coupon system. In the Unitary

Design approach, FNS takes on additional benefit issuance responsibilities,

but it is not clear that State issuance costs would be reduced. States'

issuance costs in the Unitary Design approach will depend on whether they are

responsible for any of the operating charges imposed by the system vendor.

The point is that whatever development approach is selected, the allocation of

administrative responsibilities between FNS and the States will shift.

ALLOCATION OF LIABILITIES

Losses of program funds are possible under any benefit issuance and

redemption system. As the coupon issuance systems have evolved, policies

regarding the allocation of liability for benefit losses have been formulated

and implemented. These policies generally assign liability to whomever has

control over the benefits. Thus, States or their issuance agents assume full

liability for some ATP-related issuance losses. Coupon manufacturers (under

contract to FNS) assume liability for theft or loss of coupons prior to

delivery to issuance points. FNS assumes liability (up to a threshold level)

for mail issuance losses. States assume liability for any m_il losses above

the threshold level.

EBT systems will change the types of benefit losses that occur in

the Food Stamp Program, eliminating certain categories of loss (e.g., transac-

tion of duplicate ATPs) but potentially introducing other forms of loss (e.g.,

errors in transaction processing or overdrafts resulting from manually

authorized transactions). 1 With the change in the nature of potential

v_lnerabilities to loss, new policies regarding the locus of liabilities will

need to be formulated. As discussed further in Chapter 6, liabilities may be

assigned either entirely to the States or to ENS, or they can be shared.

State Agencies, in turn, may assign some liabilities to the vendors who

develop and operate the EBT systems. Certainly, liabilities for losses

associated with the States' new role in benefit redemption would fall in this

category.

lA discussion of the coupon and EBT systems' vulnerabilities to

benefit loss is presented in Kirlin et al., The Impacts of the State-Operated

Electronic Benefit Issuance System in Readin_t Pennsylvania, Cambridge,
Massachusetts: Abt Associates Inc., February 1990.
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The point to be made here is that to the extent that EBT systems

lead to a change in the assignment of liabilities between FNS and the States,

the administrative relationship between FNS and the States changes. Plus, FNS

and the States will need to develop a new process for identifying losses and

charging these losses to the responsible parties.

Finally, it is important to realize that the issues of cost alloca-

tions and liability for losses are interrelated. Any changes in States'

overall administrative costs due to an EBT system may be offset or exacerbated

by changes in liability. Thus, both administrative costs and potential losses

should be examined when considering appropriate allocation and liability

rules.

3.3 ADMINISTRATIVE cr_GES AT FIlS

FNS' administrative responsibilities for the Food Stamp Program are

currently split among its national headquarters, seven Regional Offices, and a

number of local field offices within each region.

National headquarters staff have a broad range of administrative

responsibilities. Program staff determine policy, interpret and promulgate

program regulations, and prepare annual budgets. With respect to benefit

issuance, the national office manages the contracts for coupon printing and

supply. National staff monitor the Federal Reserve's role in coupon redemp-

tion. They also oversee the investigation of possible retailer violations of

program regulations.

Regional Offices serve as the interface between State Agencies and

FNS' national headquarters. Regional Office staff review State Plans of

Operations, act as conduits between FNS and the States for coupon orders and

issuance reports, audit States' issuance systems, oversee field office

activities in retailer authorization, and perform administrative activities

related to compliance enforcement.

Field office staff, supervised by the Regional Offices, are respons-

ible for authorizing retailer participation in the program and for providing

retailers with infornuition about program relulations. Field office staff

participate in compliance enforcement, including the monitoring of retailer

redemptions, responding to allegations of retailer fraud, and enforcing

retailer sanctions.
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The implementation of a nationwide EBT system will likely have two

impacts on administrative responsibilities. First, because an EBT system

changes how benefit issuance and redemption are performed, the specific

administrative tasks to be done will change. Second, the allocation of which

tasks are performed at each administrative level may change. Both sets of

changes will vary depending on which development approach for an EBT system is

selected.

Under the Multiple and Standardized Design approaches to system

development, FNS will need to monitor the operations of State EBT systems.

This monitoring will include review of system performance, system adherance to

functional and special program requirements, and system costs. These review

tasks could be assigned to the Regional Offices, with technical support (if

needed) provided by national headquarters. Because State Agencies assume

benefit redemption responsibilities under these two approaches, Regional

Offices would become more involved in monitoring this aspect of program

operations.

If a Unitary EBT system is implemented, FNS' management responsi-

bilities would include the following tasks:

1) oversight of technical operations, including system

performance;

2) oversight of States' interactions with the vendors,

including the resolution of disputes between State
Agencies and vendors;

3) monitoring of system activity levels and their rela-

tionship to vendor billings; and

4) promulgation and interpretation of program regulations

and policy determination as they relate to EBT system
operation.

The first three administrative tasks could be assigned to Regional Office or

headquarters staff, or divided among administrative units. Headquarters staff

would be responsible for the fourth task.

In any EBT system implementation, field office responsibilities

could be expanded to include communication of retailer authorizations and

disqualifications to the system vendor. The system vendor would use this

information to schedule equipment installation or removal, and to update
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system files which control retailer access to the EBT system. These

responsibilities could be assigned to the Regional Offices instead, with field

office follow-up to ensure that appropriate actions had been taken.

FNS' oversight of technical operations in a Unitary EBT system

deserves additional comment. One major difference between an EBT system and

the use of coupons for benefit issuance and redemption is the on-line, real-

time nature of EBT operations. Many problems with system operations will have

an immediate effect on recipients and retailers. As a result, response to the

problem also must be immediate. While the system vendor will be responsible

for resolving the problem, the Federal Agencies participating in the system

may need to get involved as well. Thus, FNS' organizational structure for a

Unitary EBT system will have to support very rapid response to major system

problems, including the ability to call upon appropriate staff for assistance

at all hours of the day.

3.4 ADMINISTRATIVE CHANCES WITHIN STATE ACKNCIES

It is at the State and local office levels that the implementation

of a nationwide EBT system will have the greatest impact on administrative

responsibilities and organization. State Agencies (or County Agencies, with

State concurrence) will need to decide whether or not to implement an EBT

system and, if so, they will need to manage system design, development and

implementation activities. Local welfare offices n_iy be heavily involved in

recipient training and EBT card issuance at the time of system implementation.

Finally, system operations will change administrative activities within both

the State Agency and local welfare offices.

PLANNING FOR SYSTEM DESICN AND DEVELOPMENT

Once a State Agency decides to implement an EBT system, Agency staff

need to plan for system design and development. These tasks represent major

efforts in the Multiple and Standardized Design approaches. Even in the

Unitary Design approach, however, some design and development work will be

needed to provide the data processing interface with FNS' EBT vendor.

Within a State Agency, an "SBT work group" could provide the nucleus

for organizing the State's role in system design and development. In a planned

multiprogram EBT system, it would be very important to develop from the
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beginning an organizational structure that ensures effective communication

among all program representatives. Although the Food Stamp and AFDC

administrative units already may be integrated to some extent, this may be

less likely for programs like Child Enforcement or Medicaid. In those States

in which a separate data processing department serves all State Agencies,

representatives of that department would need to be included in the work

group.

In the Multiple and Standardized Design approaches to system devel-

opment, the State will probably want to procure the services of a vendor to

design and develop the system. The EBT work group would prepare the Request

for Proposals, choose the vendor, and work with the vendor in selecting an

appropriate design and in resolving design and policy issues. Once the system

design had been finalized, the work group would monitor the vendor's progress

on system development, providing further input if development tasks raised new

design or policy issues. The Agency's or State's data processing department

would need to be heavily involved in this process, because the department will

need to develop an interface system to transmit issuance data and other

administrative information to the EBT system.

A major Agency task in the Multiple and Standardized Design

approaches is overseeing the recruitment of program-authorized retailers and

terminal deployment (the latter being an implementation task, but a task whose

planning must begin during the design and development phases). The Agency

could assign retailer recruitment to the system vendor or negotiate separate

contracts with financial institutions or third parties interested in deploying

terminals throughout portions of the State. As discussed in Chapter 2,

terminal deployers also will be responsible for acquiring transactions and

crediting retailers' accounts at the end of each day's processing. Thus, any

contracts negotiated by the State Agency would need to cover activities after

system start-up as well as initial terminal deployment. In a Unitary EBT

system, these tasks will be the responsibility of FNS and its vendors.

PLANNING FOR SYSTEM IMPLEMENTATION

A great deal of effort is needed to implement an EBT system, even

after the system's hardware and software have been thoroughly tested and

approved by State and Federal Agencies. These activities are primarily

76



related to terminal deployment and retailer, recipient and office staff

training.

The vendor(s) responsible for terminal deployment will need to enter

into contracts with individual retailers and plan for terminal installation.

During installation, store managers and staff will need instruction on how to

use the system. If the system vendor is not responsible for terminal

deployment, the terminal deployers will have to work closely with the system

vendor during retailer recruitment so they can inform the retailers about

planned system design and functionality. The State Agency will have to ensure

that the various vendors pass the required information among themselves and

arbitrate any disputes that arise.

The State Agency also needs to make final preparations for staffing

of recipient and retailer hotlines. Hotline personnel need to be trained on

their responsibilities, and the communications lines need to be installed.

Finally, the State Agency needs to pass information about the first

group of EBT recipients to the system vendor so accounts can be established on

the system's files. Depending on card issuance procedures, similar informa-

tion may need to be sent to the card manufacturer. Just prior to system

start-up, the Agency needs to send an issuance authorization file to the

vendor so that program benefits can be credited to recipient accounts.

One major organizational issue to be resolved during the contract

negotiations with the system vendor is who will be responsible for training

recipients and issuing EBT cards when the system is first implemented.

Although Chapter 2 concluded that card issuance and training after system

implementation are likely to be handled by local offices, local offices may

not have the resources to train large groups of recipients in a short period.

If local offices are to be responsible for card issuance and

recipient training during implementation, the State will have to coordinate

these activities, perhaps with assistance from the vendor. Depending on

system design, card encoding equipment may have to be purchased and installed.

Card stock will have to be designed and purchased, and local office staff may

have to be trained in card encoding procedures. Training materials will have

to be developed, and local office staff will have to be trained on how to

instruct recipients to use the system. Finally, local office managers will
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need to address the logistics of card issuance and training: how many training

sessions will be held, when, and which recipients will be trained at each

session?

Final preparations at the local level for system implementation

include installation of system workstations and the training of office staff

in how to use the workstations to pass information to or access information

from system files. Procedures for local office staffing of the recipient

hotline also need to be finalized. Communications lines supporting the

workstations and the hotline may need to be installed and tested.

EBT SYSTEM OPERATIONS

An EBT system changes the operating responsibilities of both State

and local offices in the administration of the Food Stamp Program.

Chan_es in State A_enc y Responsibilities

In those portions of a State which are converted to EBT, the State

Agency will no longer be responsible for coupon issuance activities. The

State will no longer have to negotiate contracts with coupon issuance agents,

nor will it have to order coupons or monitor changes in coupon inventory (and

bill the agents for losses). In areas where ATPs were being issued, these

ATPs will no longer have to be printed, issued and reconciled. Where coupons

are m_iled to recipients, this task is eliminated.

The elimination of coupon and ATP issuance responsibilities may

eliminate the need for certain administrative units at the State and local

level. In offices where coupons or ATPs are issued over the counter, the

elimination of these tasks will allow this space to be converted to other

purposes (although other space will be needed for ongoing card issuance and

training activities).

The State Agency, however, will assume responsibility for many new

tasks under an EBT system. In the Multiple and Standardized Design

approaches, the State will have to supervise the vendor's operation of the EBT

system. This supervision will include:
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· ensuring that performance standards are being met;

· reviewing vendor billings and comparing them to system

activity levels (if activity levels form the basis for

billings);

· reconciling authorized and posted issuances;

· compiling information about EBT issuances and

redemptions and submitting these data to FNS; and

· compiling and monitoring other management data.

Many of these tasks will also be present in a Unitary system. In a Unitary

system, however, the State will not be responsible for managing the system

operator's contract.

The previous section noted FNS' need to be able to respond quickly

to major system problems if a Unitary EBT system is implemented. If the

State's vendor is operating the system, this need for rapid response passes to

the State Agency. Again, while the system vendor is responsible for

correcting any problems, State staff may need to monitor the problem and push

for immediate response.

The largest EBT-related change in administrative tasks at the State

level will be the State's new involvement in benefit redemption. In the

Multiple and Standardized Design approaches the State, through its selected

vendors, will be responsible for ensuring that the following activities are

performed:

· terminals and associated equipment are deployed in new
stores;

· retailers receive training in how to use the equipment;

· equipment is removed from stores leaving the program;

· EBT equipment is properly maintained; and

· retailers receive credit for EBT transactions.

Other changes in ongoing operations include: passing information on

new accounts and issuance authorizations to the system operator; maintaining a

recipient hotline during hours when local offices are not open; and compiling

information for FITS' reconciliation of redemptions and debits to its account

at the U.S. Treasury.
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Cost accounting for the EBT system also may be different than in the

coupon issuance systems. In a multiprogram EBT system, current cost alloca-

tion plans (assigning State and local costs to individual programs) may need

to be updated. While the same accounting unit at the State level could handle

the new responsibilities, new methods for acquiring and compiling the required

information may need to be devised.

Chan_eg in Local Office Responsibilities

Local welfare offices will no longer be responsible for any coupon

issuance activities in an EBT system. Instead, they become responsible for

EBT card issuance and recipient training. In addition, local office staff

will need to assist in staffing a recipient hotline, Finally, local office

staff will need to learn how to access the system (through workstation

terminals) to pass information on new, lost or stolen cards to the system.

Staff will also need to know how to access the system's history file, to

assist clients who have questions about account balances or who report

problems with specific transactions.

These new tasks may require some reorganization of local offices'

administrative structure. New units, for instance, might be established for

card encoding, recipient training and hotline staffing. Because recipients'

questions about issuances would be channeled to the hotline, caseworkers'

involvement with issuance-related activities would be decreased.

3.5 SUMMARY

Implementation of a nationwide EBT system will entail major changes

in administrative responsibilities and structure at the Federal, State and

local levels. Federal Agencies will need to coordinate efforts to establish a

multiprogram system. With respect to the Food Stamp Program, a nationwide EBT

system will affect administrative functions and relationships both within and

between FNS and State Agencies.

One organizational issue in the establishment of a multiprogram EBT

system is the need for an interagency task force to coordinate efforts at the

Federal level. This task force could address questions of appropriate system

design and development approach, needed legislative changes, and allocation of

system costs across programs. The task force would include representatives of

all Federal programs which might be served by an EBT system.
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Regardless of development approach and final system design, an EBT

system will shift the locus of program administrative responsibilities between

FNS and State Agencies. In the Multiple and Standardized Design approaches,

State Agencies will be responsible for benefit redemption activities for the

first time. If a Unitary EBT system is implemented, FNS will become much more

involved in benefit issuance than under the coupon system. These shifts in

administrative responsibilities may raise concerns over the appropriate

allocation of administrative costs and liabilities between FNS and State

Agencies.

Even if an EBT system did not change which organizations were

involved in benefit issuance and redemption, specific administrative duties

will change. Issuance authorization files must be passed to the system

vendor, operations must be monitored, and system accounts must be settled and

reconciled each day. Thus, both FNS and State Agencies may find a need to

reorganize their administrative structures, assigning new duties to new or

existing administrative units. Within FNS, the allocation of administrative

responsibilities across national, regional and local field offices may need to

be changed. The exact nature of needed changes within FN$ and State Agencies

will depend on which type of EBT system is implemented.

Finally, while system vendors will be responsible for operating an

EBT system and responding to problems, Federal and State Agencies must recog-

nize that--depending on who manages the vendor contract--they have ultimate

responsibility for ensuring that the system does not adversely affect program

participants. If major system problems develop, the responsible agency must

be prepared to take immediate action to see that the problem is corrected as

quickly as possible.
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Issues concerning the technical feasibility of an off-line EBT

system are somewhat different than those examined in this chapter; these

issues are discussed in Appendix A.

4.1 AUTHORIZATION PROCESSING

Authorization processing is the heart of an EBT system. Unlike

coupon systems, where paper is exchanged for authorized food items, an EBT

system uses electronic means to achieve the same result.

Several points of contact bring the recipient, the State Agency and

the retailer together. The access or benefit card is the most common focus

for all participants.

ACCESS CARD

Access or benefit cards provide participants with entry into the EBT

system. Approved retailers, recipients, and Federal investigative staff will

be the primary participants of an EBT system that will receive access cards.

While not generally done, the State Agency could expand card use to include

other functional areas, such as system access by local assistance office

staff. For purposes of clarity, however, only generally recognized card usage

will be considered here.

An EBT access card must fulfill two functions. First, the card must

contain information that verifies the cardholder's authorization to use the

system. Second, the card must contain information that identifies which

system account is being accessed.

Access cards meeting these requirements are in widespread use in on-

line debit and credit card applications throughout the country. These cards

are known as "standard magnetic stripe cards" and are characterized by an

encodable magnetic stripe on the back of the card. The cards conform to a

series of industry standards for card materials and magnetic stripe encoding.

Card materials are specified by International Standards Organization (ISO)

7810. Magnetic stripe location, size, width, length and encoding are speci-

fied under I_O 7813-1985 and ISO 7811/2-1985. ANSI (American National
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Standards Institute) Standards X4.13, X4.t6 and X.21 provide guidelines for

the creation and embossing of cards and magnetic stripe encoding. 1

Magnetic stripe cards meet the requirement of identifying which

system account is to be accessed by encoding an account identifier on the

magnetic stripe. The identifier includes codes specifying which financial

institution issued the card and the customer's account number at that institu-

tion. Together, these codes represent the card's Primary Account Number

(PAN), which uniquely identifies which financial account can be accessed by

the card.

The requirement of verifying the cardholder's authorization to use

the card is handled in different ways in different applications. For debit

card applications, the card user must enter a personal identification number

(PIN) when using the card. The entered PIN is encrypted and compared to the

PIN selected by the authorized user at card issuance. The comparison may be

done at the system's host computer or at the terminal where the transaction is

taking place. In the latter case, an encrypted version of the customer's PIN

(called a "PIN offset") must be encoded on the magnetic stripe.

An alternative form of verification is manual comparison of the card

user's signature with the authorized user's signature on the back of the

card. Nearly all credit card applications use this approach. Although PIN

processing capabilities are available in some credit card networks, they

generally are not used and are not gaining acceptance by the retail industry.

Credit card applications tend to rely instead on reports of lost or stolen

cards to deter unauthorized card use.

The technical feasibility of using standard magnetic stripe cards in

an EBT system is not in question, regardless of development approach. Over

180 million cards are currently in use for debit card applications, primarily

for access to ATHs. Credit cards represent approximately another 200 million

cards in use. In an EBT system serving both the Food Stamp and AFDC Programs,

about 7.8 million cards would be needed initially. Card manufacturers should

IAItSI Standard X&.13-1983, "Financial Transaction Cards," ANSI
Standard X4.16-1983, "Magnetic Stripe Encoding for Financial Transaction
Cards," and ANSI Standard X4.21-t981, "Specifications for Data Exchange for
Interindustry Financial Transaction Cards."
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be able to provide this quantity without difficulty. Ongoing card require-

ments for new recipients and for replacement of lost, stolen or damaged cards

would be about 7.9 million cards annually. 1 Again, card supply should not be

a problem.

Card security for magnetic stripe cards is high. Industry standards

and the relatively high costs of equipment for card creation and encoding

eliminate all but the most serious attempts at duplicate card creation.

If magnetic stripe cards are to be used in a nationwide EBT system,

Federal and State Agencies should insist that the cards meet the standards

adopted by the financial services industry. This decision will facilitate the

integration of EBT and commercial networks, and it will reduce card manufac-

turing costs.

IN-STORE DEVICES

An EBT system will require deployment of in-store devices at parti-

cipating program-authorized stores. These devices include card readers, PIN

pads, POS terminals, receipt printers, and balance-inquiry devices. Each

device has been implemented in a large number of varied environments. Thus,

the technical feasibility of using each component in an EBT system is not in

question. However, for completeness in understanding, appropriate technical

information for each device is discussed below.

Card Readers

Two types of card readers exist for magnetic stripe cards. One

version requires the customer to physically insert the access card into the

reader; this type of insert reader is widely used in AIMs. The second type

requires the customer or sales clerk to pass (or swipe) the card's magnetic

stripe through a slot which contains the reading heads of the device. Most

POS devices located at sales counters use this second type of card reader.

IThe estimate of 7.9 million new cards each year is based on a

monthly replacement rate of 3.5 percent and an intake rate for new recipients
of 5.0 percent.
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In an on-line debit or credit card application, the card reader's

sole function is to read the information encoded on the access card's magnetic

stripe and to pass this information to the POS terminal. All other processing

associated with authorization is performed independently of the card and card

reader.

PIN Pads

PIN pads are used to verify the recipient's identity for authoriza-

tion purposes. Sometimes referred to as the "electronic signature", PIN

processing is a key design feature of EBT systems.

Card readers can be physically integrated with either the PIN pad or

the POS terminal. The choice of hardware configuration imposes different

requirements on PIN pad functionality. If the card reader is attached to the

PIN pad, then encryption of the PIN is possible within the PIN pad. The PIN

pad would use the entered PIN, the card number and an encryption key (or

algorithm) to calculate the encrypted PIN. The encrypted PIN would then be

passed to the POS terminal for inclusion in the transaction request. If the

card reader is attached to the POS terminal instead, then PIN encryption

cannot be performed within the PIN pad because the card number is not known.

In this situation, the cable linking the PIN pad to the terminal must be

physically secure to prevent intercept of the PIN.

Two methods of PIN encryption and verification are available in on-

line processing: device PIN encryption with host verification; and device PIN

verification with PIN offset. 1 No PIN verification is an untenable third

option because lost or stolen cards could be used to initiate transactions.

With device PIN encryption and host verification, the PIN is

encrypted at either the PIN pad or terminal. The encrypted PIN is then sent

to the host processor for verification. With device PIN verification with PIN

offset, the offset must be encoded on the access card. The PIN pad or

terminal computes a new offset based on the entered PIN; it then compares the

computed and encoded offsets for verification.

IThis latter approach is also known as PIN verification with veri-

fication value, or PW.
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A number of standards exist for PIN pads and PIN security. The main

standard is ANSI Standard for Personal Identification Number (PIN) Management

and Security (X9.8-1982), which covers recommended practices for PIN verifica-

tion and PIN processing between institutions. PIN pad specifications are

covered under ANSI X3.118-1984, "Personal Identification Number - PIN Pad."

ANSI Standard X3.92-1981 and ANSI Standard X9.8 describe the

required structure for the data encryption algorithm (known as DEA or DES)

used for PIN encryption, as well as techniques for protecting and updating the

algorithm. (These techniques are often referred to as "PIN key management").

Guidelines for Online Debit Card Systems at thePoint of Sale, produced by the

American Bankers Association (1987), contains supporting information for PIN

processing at the point of sale.

Any implementation of an EBT system should conform to the industry

standards for PIN pads, PIN security, and PIN key management. While adherence

to these standards will increase system complexity and cost, an EBT system

which fails to conform to the standards will be less secure and incompatible

with commercial POS systems.

POS Terminals

In an on-line system, POS terminals are responsible for creating the

transaction to be authorized and transmitting it to a centralized authoriza-

tion processor. The terminal then receives the processor's authorizaion

reply. In stores with a large number of terminals, the transaction messages

may first pass through a concentrator, which formats the transaction messages

and uses a higher capacity and faster transmission line to the central

processor.

A wide variety of terminal models are available from a large number

of mmnufacturers. The models vary in terms of processing functionality (i.e.,

the types of transactions that can be initiated at the terminal), memory

capacity, supported transmission rates, keyboard design, and display capabili-

ties.

The required characteristics of an EBT terminal will depend on

detailed system design issues and whether non-EBT transactions may be initi-

ated at the terminal. If an EBT system serves multiple programs or commercial
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applications, the terminal's functionality requirements increase. In a system

serving both food stamp and cash assistance programs, for instance, the

terminal will have to differentiate between food stamp and cash assistance

transactions. This will require a designated function key on the keyboard to

identify which program's benefits are being accessed. If non-EBT transactions

are allowed, further key designations may be needed. At a minimum, the

terminal must have sufficient function key to allow clerks to select the

transaction being performed (e.g., purchase, refund, void, reversal, balance

inquiry).

Many terminals support multiple transmission baud rates (e.g., 300,

1200, and 2400 bits per second) for communications with the transaction

acquirer. If multiple rates are not supported, the terminal's baud rate must

match the acquirer's baud rate.

POS terminals also vary in terms of the flexibility of their soft-

ware programming. When reprogramming is necessary, some terminals require on-

site programming while others accept downline programming from a central

computer. The same is true for updates to the terminal's encryption key.

In general, a POS terminal's cost will increase with greater func-

tionality, higher baud rates, or increased flexibility in software

programming.

Receipt Printers

The Federal Reserve System's Regulation E requires that customers

using POS terminals be provided with a receipt showing the details of the

purchase. In addition, FNS requires that receipts for food stamp EST

purchases show the recipient's remaining balance of food stamp benefits.

Customer receipts can be manually prepared or electronically

printed. The guidelines document prepared by the American Bankers Association

(ABA) specifies that either approach is permissible at attended terminals. At

unattended terminals or at attended terminals where account selection is

available, however, electronically produced receipts are required. An example

of account selection is when a commercial customer can choose to have his or

her purchase debited from a savings or checking account. Similarly, account

selection is available if an EBT participant can choose between having cash

assistance or food stamp benefits used to pay for a purchase.
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The ABA guidelines list the data elements which should be included

on the receipt. For illustration purposes, Primary Account Number (PAN) or

card number, date, time, amount, etc. are required. Remaining balances are

not one of the data elements listed, so this needs to be a special Food Stamp

Program requirement for an EBT system.

While a receipt printer is required to provide Federal Reserve

Regulation E information, Regulation E does not apply to EBT systems. 1 Never-

theless, an EBT system should accommodate these requirements as closely as

possible to ensure compatibility with other networks or future requirements.

Balance-Inquiry Devices

Balance-inquiry activity in most systems is an important customer

feature. In the early stage of ATM network implementations, balance-inquiry

transactions represented a significant portion of on-line transaction

volume. When ending balances began to be printed on receipts, balance-inquiry

volume dropped dramatically. As a result, capacity upgrade requirements in

many networks were slowed. Periodic activity statements from ATM providers,

required by the Federal Reserve's Regulation E, also serve to reduce the

number of balance inquiries.

As discussed in Chapter 6, Federal regulations do not require

periodic activity statements in an EBT system. Moreover, such statements

probably would be of limited usefulness to Food Stamp Program and cash assis-

tance recipients, because most recipients can be expected to exhaust their

monthly benefits by the end of the month. 2 Thus, an EBT system must provide

recipients with methods to check their remaining balances. In addition to the

balance information printed on transaction receipts, ATMs, stand-alone POS

terminals and audio response units can be used to provide balance information.

1Chapter 6 discusses Regulation E.

2The evaluation of the Reading EBT demonstration found that 87

percent of all food stamp recipients used their total monthly allotment by the

end of the month. See Susan H. Bartlett and Margaret H. Hart, Food Stamp

Recipients' Patterns of Benefit Redemption, Cambridge, Massachusetts: Abt
Associates Inc., May 1987.
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ATM Networks. An ATM network may be used to provide outlets for

recipient balance inquiry. Traditionally, these balance-inquiry capabilities

have been available only to network participants, who were in many cases the

original network founders. Increasingly, ATM networks are making outside

access available to improve usage of hardware and telecommunications capacity

and to generate more transaction volume and corresponding revenues. As

network participation expands beyond the boundaries of original participants,

these cash-dispensing and balance-inquiry services could become available to

EBT participants.

Certain benefits, such as cash assistance, are appropriate for

delivery via an ATM network. The technical feasibility of this approach has

been tested in the Ramsey County Electronic Benefit System (EBS) demonstra-

tion.

To use existing ATM networks in an EBT system, the system developer

must negotiate with the networks and build an interface between each network

and the system. Balance-inquiry and cash-withdrawal messages initiated at an

ATM must be passed from the network to the EBT system, and response messages

must be returned. The EBT system and the network must settle cash withdrawals

at the end of the processing day. Once the interface is established, tested

and certified by the ATM network, EBT participants can use network ATMs for

balance inquiries, and cash assistance recipients can withdraw cash benefits.

Stand-Alone POS Devices. To minimize checkout delays associated

with the balance-inquiry activities, separate, dedicated POS devices could be

provided for recipient balance inquiries. Aside from not being able to autho-

rize purchase or refund transactions, these devices would function in the same

manner as POS terminals. The devices should be customer activated, with

appropriate PIN and receipt printing capability. In low-volume stores,

however, regular POS terminals could be used for balance inquiries, saving the

costs of providing balance-inquiry-only devices.

Where POS activity is new to a store, adding balance-inquiry-only

capability may be relatively easy. When POS is already established, however,

adding balance-inquiry-only capabilities will be subject to existing

processing procedures within individual stores. Both situations need to be

considered in an EBT implementation. One might expect some retailer resis-

tance to adding stand-alone devices because the devices further reduce store
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sales space. Negotiations with retailers for stand-alone devices are likely

to be successful, however, once retailers realize that they can reduce the

incidence of denied EBT purchase transactions due to insufficient remaining

benefits.

Audio Response Units. Audio response units (ARUs) enable customers

to obtain information from or write information to electronic databases

through the use of touch-tone telephones. Information is delivered to the ARU

by entry of data on the telephone keypad. The ARU delivers information to the

customer using synthesized voice computer technology.

Audio response units have matured into cost-effective devices for

delivery of account balance and status information. Recent ARU advances in

the use of personal computer (PC) technology have significantly lowered

development, implementation, and on-going operational costs. The result has

been rapid expansion and use of ARUs for functions that were previously

uneconomical.

The latest generation of ARUs has assumed the mundane task of

supplying customers with basic account status. Staff interaction with

customers is reserved for processing complex, high-value transactions.

Frequently, customers use ARUs to obtain a consistent level of quality

interaction with an institution and to control the timing of the interac-

tions. After installation of a ARU, telephone inquiry volume increases of 30

percent or more are testimony to the popularity of ARUs. Often, these volume

increases result directly from word-of-mouth references, further attesting to

the popularity of ARU processing.

The next generation of ARUs is beginning operation and performing

basic voice or speech recognition. Simple words, such as yes, no, and

numbers, are recognizable in a high proportion of cases. Voice recognition

opens ARU usage to customers who do not possess a touch-tone phone, which is

approximately 30 percent of the population.

Under certain circumstances, such as transaction disputes, providing

a record of detailed transaction processing activity may be required. ARUs,

properly programmed, are capable of providing transaction information or a

voice transaction statement, which may aid recipient determination of dis-

putes. Actual resolution of a dispute, however, requires human intervention.
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With the proper set of controls, _LRUs could be used for transaction

authorization. For instance, a PIN-like number, such as birthdate, case

number, or social security number, along with special merchant information,

could provide sufficient information to allow transaction processing through

the ARU. Further research and thought is required to ensure that appropriate

ARU access is controlled, because access is available to anyone having the

phone number and security codes. Because ARU information crosses public

access networks and is subject to interception, ARU processing risks must be

adequately assessed prior to allowing transaction processing. However, the

appeal of the ARU is that, with reasonable controls, financial transactions

can be processed without a POS terminal present. The cost savings from this

approach could be substantial. That is, terminal deployment and servicing

costs could be reduced or limited to those retailers capable of supporting

specific transaction volumes. Retailers not meeting minimum processing

volumes would be asked to use A_RU processing.

Feasibility of Development Approaches

All of these in-store devices or components are available "off-the-

shelf." Differentiation and expansion of features provided by every

manufacturer are increasing at an astounding pace. Moreover, the ability to

integrate any or all of them into an EBT system is more than possible, as most

of these components have been integrated into similar systems on numerous

occasions. Novelty and complexity of function are the key evaluation aspects.

Newer functions, not time-tested in the marketplace, are more likely to cause

service disruptions. While consumer interest in new approaches is likely to

generate curiosity, service disruption is the fastest way to turn curiosity to

dissatisfaction. Trust and convenience are the consumer keys to continual use

and expansion of benefit processing systems.

With respect to implementation of a nationwide EBT system, a nation-

wide EBT system could require the deployment of about 577,200 terminals, PIN

pads and printers--an 11-fold increase over a currently installed base of

about 51,000 debit card terminals. Because it would take at least several

years to implement a complete nationwide system, however, manufacturers should

have sufficient time to respond to the increased demand. Nevertheless, short-

ages in terminal supply could delay implementation in some areas.
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The technological feasibility of providing balance-inquiry devices

is not affected by the choice of development approach. ATMs, stand-alone POS

devices, and ARUs can be used, alone or in combination, with each of the three

development approaches.

Regardless of implementation approach, connecting to appropriate ATM

networks should be encouraged. In the case of national ATM networks, member-

ship at the Federal level might facilitate entry by State Agencies wishing to

implement EBT systems. Regional network participation should be supported and

encouraged at the Federal level in equal partnership with the State Agencies.

In many cases State Agencies, closer to local issues, will deal more effec-

tively with regional networks, and they should be encouraged to do so.

However, participation of all benefit agencies in all networks should be a

broad policy goal. Broad policy support by Federal Agencies for this approach

may be the only participation required for implementation of this direction.

TELECOMMUNICATIONS NETWORK

An on-line POS network relies heavily on telecommunications. Even

in the most simple POS network, transaction messages must be passed between

terminal and authorizer over a communications network. As the complexity of

the network structure increases, so does the required telecommunications

support. When different organizations act as acquirers, switches and

authorizers, for instance, every link between organizations requires

telecommunications support. Fortunately, much of the telecommunications

infrastructure needed for an EBT system already exists. The primary exception

is the required linkage between retailers and transaction acquirers. In some

areas, however, even this infrastructure is present for existing credit card

and debit card operations.

The telecommunications infrastructure within the United States

provides many options for service delivery. The costs for each option varies

and is a key consideration in any implementation. In addition to transport

facilities (such as WATTS, value added networks, and private networks), a

variety of options may be implemented to improve response time or transaction

integrity.

In any discussion of networks, communications protocols require a

brief review. A communications protocol is the set of rules used between two
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points to send and receive information. Protocols come in many varieties of

increasing sophistication and complexity and include asynchronous, synch-

ronous, and multi-layered protocols. Several organizations, such as Comite

Consultaif Internationale de Telegraphique et Telephonique (CCITT) and

International Standards Organization (ISO), have developed industry standards

for communications protocols.

A number of different communications protocols are available for

network facilities. Simple protocols, such as dial asynchronous (async),

require the terminal to initiate the transaction and provide inexpensive means

to achieve terminal connectivity. Synchronous protocols are often used with

leased communications lines and require the acquirer to "poll" each line it

serves to see if a transaction is waiting to be processed. Multi-layered

protocols are more complex and follow standards outlined under the Open System

Interconnection (OSI) model. Seven layers (Physical, Data Link, Network,

Transport, Session, Presentation, and Application) are represented in a

layered protocol. Each layer establishes communication with similar compo-

nents within the network. Such a communication scheme allows a complex

network to connect many different components in a standard manner. Layered

protocols provide much flexibility for network processing. However, the costs

to establish and maintain these protocols are usually not trivial. Any group

wishing to use a layered protocol must have sufficient resources to provide

appropriate support.

Dial Facilities

Dial facilities refer to an approach in which a merchant dials,

either manually or via the POS terminal, a phone number connecting to the

acquirer to obtain a transaction authorization. Typically, the telecommunica-

tions session between the terminal and acquirer progresses in the following

manner:

· the terminal dials the acquirer's number;

· the acquirer responds with an enqueue (ENQ) message,

indicating that it is ready to receive transaction data;

· the terminal sends a transaction to the acquirer;

· the acquirer processes the transaction or routes the
transaction to the authorizer;
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· the acquirer sends a response message to the terminal;

· the terminal acknowledges (ACKs) receipt of the response

and displays response information; and

· the acquirer sends an end-of-transmission (EOT) message

and drops the session.

In most cases the easiest implementation of POS-like activities is through

dial-up telephone lines.

Networks using dial access require public telephone lines to receive

in-bound calls. The type of dial service and distance between end points have

a direct bearing on the costs for using this service. Merchants using the

dial capability may have "business service" phone service, where each call

receives a service charge. Costs could be even higher where long distance

rates are in effect.

Several dial capabilities exist which, if used, eliminate merchant

dial costs. The most widely used approach is Wide Area Telephone Transmission

Service or WATTS, which provides toll free calls to merchants using a local or

national "800" number. A second approach uses one number (976-xxxx)to dial

into a local node, and the transaction is routed to the designated destina-

tion. Third, a private network with local dial support can be used to deliver

transactions for authorization. Fourth, access can be made through a local

node of a value added network or packet switch network. Other dial options

are available, and more will become available in the future. All options are

technically feasible for any of the development approaches under considera-

tion. However, costs are the primary prohibitor to usage of a given dial

access capability.

Dial access, however, does have some negative features. The time

required to dial the acquirer's number and relatively low transmission speeds

(300 baud or, more normally, 1200 baud) increase response times. Also, data

transmissions may be corrupted due to poor line quality. If a sophisticated

communications protocol is not used, these corrupted transmissions could

result in errors in data processing (as when reversals are not properly

identified and processed). Finally, if the terminal operator breaks the

communications connection or if the terminal "times out" waiting for a delayed

response message, transaction processing cannot be completed and the trans-

action must be reversed.
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Leased-Line Facilities

Leased lines are communications facilities which provide dedicated

service between two points in a communications network. They support higher-

speed data transmission (e.g., 9600 baud) and better line quality than dial

lines. With leased lines there is also no need for the terminal to spend time

dialing and connecting to the acquirer; the line connection is always there,

ready for immediate transmission of data. While there are many implementation

options available, leased lines are used to either drive terminals directly or

connect between two central host complexes.

Typically, leased-line facilities are used to support merchants

operating their own network or those requiring higher throughput due to high

sales volumes within the stores. Grocery stores use these line facilities to

a lesser extent than other industries, but that trend is changing. Examples

of these facilities abound in the department store industry. Montgomery Ward,

JC Penney's, Macy's, Sears, and others use leased-lines and multi-layered

protocol networks (such as in-store processing, network transmission, and

central location authorization) for credit card authorizations. Volumes are

discussed in tens to hundreds of transactions per second. Response time

objectives frequently require authorization and transaction turnaround to be

10 seconds or less.

Equipment sophistication and the processing infrastructure required

to support a leased-line environment is expensive and complex. For example,

supporting a multi-lane grocery store using a leased-line facility requires

hardware, a communication's controller, and software (system and application)

for operation of the external line and the internal lines to the checkout

lanes. In some cases, stores already have in-store equipment (such as

scanners and inventory control) which may require much of this infrastructure.

But, adding the terminal hardware at the checkout lanes and controller

software to manage transaction processing can be an expensive proposition,

even if some components of the infrastructure are in-place. Depending upon

the implementation, adding terminal capabilities to the in-store lanes could

be in the range of $5,000 per lane. Networks of any significant size will

incur operating costs, such as software programming and version control, which

represent large annual outlays.
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Other Communication Facilities

It is technically feasible to transmit POS transactions over faci-

lities other than dial or leased communications lines. Examples include radio

and satellite transmissions. Indeed, some public and private communications

networks already use satellite transmissions between some network nodes.

An interesting question is whether radio or satellite facilities can

be used to pass messages between POS terminals and acquirers. Some efforts to

use radio facilities have been made, but a serious problem is the lack of

available frequencies. Nevertheless, in rural areas which are not served by

adequate telephone service, these other facilities might provide the

communications support needed to transmit POS transactions.

Feasibility of Development Approaches

In each of the three development approaches, dial access should be

seriously considered as the most cost-effective and technically feasible means

of delivering on-line transaction processing.

While the leased-line environment is technically feasible, implemen-

tations using this approach should be limited. Examples where leased-lines

are likely to be cost-effective are the connection of authorization systems,

such as in a regional EBT network. Similarly, transaction complexity and the

need for communication security (i.e., when State or local office staff

interact with authorization databases) could be criteria for using leased-line

facilities. Because installation costs are high, leased lines should not be

considered for participating retailers unless the infrastructure is already

in-place and operational.

CENTRAL SITE PROCESSING

Central site processing in an on-line EBT system involves trans-

action authorization, maintenance and update of the system's client

authorization file (including posting of benefit authorizations), system

settlement, and generation of management reports. To support these functions,

the system must have hardware processing capability as well as terminals which

are used for accessing data. Workstations, switching equipment, peripherals,
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and teleconm_unications are all required to provide a "platform" for the

maintenance and update of the databases. Transaction processing capability

requires sufficient switching capacity and disc drive capacity. Telecommuni-

cations capacity is required for transaction delivery from terminals located

in the field.

Switch Requirements

Usually, switches are responsible for routing information between

points. Switches operate in two realms: transaction routing and telecofi_muni-

cations management. For both functions, the hardware must be capable of

supporting the systems and application software required to interact with the

telecommunications network and must route transactions between points in the

network. In addition, with availability a critical service requirement of

these systems, the hardware must be capable of fault-tolerant processing.

That is, the hardware should be able to continue data processing even if

individual components within the processor or internal links to the databases

fail.

System developers can use minicomputer or mainframe components to

build a hardware platform capable of meeting the switching and processing

needs of these systems. The price and performance of these platforms are

comparable. Required capacity is dependent upon the environment and projected

transaction volumes. Processing functionality available with a given hardware

configuration depends upon available software for that configuration. In many

cases there are trade-offs between functionality and performance (an issue

discussed further in Section 4.2).

Peripherals

Peripherals include disc drives, sometimes known as Direct Access

Storage Devices or DASD (pronounced "Dazz Dee"), tape drives, and terminals.

Disc drives provide non-volatile (i.e., they retain stored information without

power), high speed data retrieval storage. They are used to access frequently

used information (such as merchant information) or to support current proces-

sing activity (such as transaction requests). Disc drive requirements are

based on projected transaction volumes and the amount of information required.

With a larger system, more DASD will be required to support processing.
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Tape drives are used for backup of disc drive contents and for

unloading transaction logs. Tape drives are capable of storing large amounts

of data with very slow speed data retrieval. In most cases, no more than two

to three tape drives will be required in a system. One of these tape drives

will be required as a backup in the event of tape drive failure. Triple

density or high density tape drives capable of storing up to 6,250 bits per

inch (BPI) are usually the best for backup purposes. High density tape drives

are capable of rapid storage of data as well as storing significant amounts of

data.

Other peripherals (e.g., workstation consoles) are required to

support operational interaction with the system, such as issuing commands

instructing the computer to start or stop processes. Workstations also are

required at State and local offices to provide access to the system for

administrative functions (e.g., setting up new accounts, placing "holds" on

accounts when cards are reported lost or stolen, and reviewing transaction

histories for individual accounts).

Telecommunications

Telecommunications requirements include lines and connections to the

computer system for delivery of transaction processing information from the

communications network. The number of lines is dependent upon the network

implemented. Dial networks usually require the highest number of lines for

the terminal base. Leased lines will usually require the least number of

lines for the network installation.

Feasibility of Development Approaches

The hardware, peripherals and telecommunications components required

to support central site processing of EBT transactions are all currently

available within the marketplace. Because these components are in use in

existing POS debit card networks, there is little reason to believe that their

application to EBT systems would not be technically feasible.

As discussed in Chapter 2, however, a Unitary EBT system serving

both the Food Stamp and AFDC Programs would have to handle about 100 million

transactions per month, or an average of 3.3 million financial and administra-

tive transactions per day. During periods of peak activity, the volume could
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easily reach 6 million transactions per day. 1 Hourly peak volume could reach

as high as 800,000 transactions, 2 or an average of over 200 transactions per

second. Interviews with several representatives of the POS industry suggest

that this throughput is much higher than existing networks handle, and

probably at the very limit of most existing hardware platforms. Most of the

respondents believed chat an EBT system of this size could be developed, but

that it would be cumbersome to manage and operate. The telecommunications and

hardware requirements would be substantial, as would database backup and

disaster recovery requirements. The prevailing view was that a regional

version of the Unitary system would be more manageable and efficient.

4.2 APPLICATION SOFTWARE

Application software integrates the functions required to establish

and maintain system participants (retailers, networks, agencies, and

recipients), distribute funds to authorized accounts, process financial

transactions, and settle the transfer of dollar activity among participants.

Due to the time-critical nature of transaction processing, transaction

throughput and response time must be considered in light of forecast

transaction volumes.

Existing POS and ATM-type application software can be adapted to

electronic benefit processing functionality. As with any situation in which

new features are being added to existing software, however, some modifications

will be required. Commercial POS networks, for instance, do not post benefit

authorizations to a client authorization file (the card-issuing financial

institutions maintain the cardholders' account information), nor do they

provide manual, backup processing when system components are unavailable.

Experience with the EBT demonstrations suggests that these modifications can

be time consuming (designing and developing the final EBT system has often

lin a computer simulation of projected daily food stamp transactions
in the Ramsey County EBT demonstration, the maximum daily volume was estimated
to be 5.3 percent of total monthly transaction volume.

2In the Reading EBT demonstration, peak hourly volumes often
represented approximately 15 percent of daily volumes.
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taken 15 to 20 months), although repeated applications of EBT systems in other

sites probably would require less time.

The application software currently available in the marketplace has

well known strengths and weaknesses. Generally, software which provides a

wide range of functions, such as ease of use and multiple card processing

options, does not provide efficient high-end volume processing. In contrast,

software which supports high performance tends to focus less attention on the

diversity of functions which can be supported.

The segmentation between functionality- and performance-oriented

software has been exacerbated over the years by the marketplace focus of the

application software companies. Less volume sensitive institutions have

focused on functionality software. Large networks and financial institutions,

which require highly reliable performance, have gravitated toward performance-

oriented software.

The functionality-oriented software market is much larger than the

market for performance-oriented software, and costs for each are inversely

proportional to market size. That is, functionality-oriented software is

generally less expensive, partly because product offerings are differentiated,

allowing institutions to purchase varying levels of functionality to meet

specific needs. (Of course, increased functionality increases costs propor-

tionately.) Performance-oriented software tends to cost more because perfor-

mance is difficult to differentiate (i.e., it is either there or it is not).

Market domination by a few key software players is expected to

continue. Consolidation and purchase of the major participants has occurred

over the past several years and has provided an increased capital base for

further market consolidation. With capital becoming an entry barrier, weaker

market participants are expected to leave the marketplace. As a result, costs

for many software products are expected to increase.

Recently, however, several companies have entered the functionality-

oriented software market where they are exploiting a niche. For example, one

company has developed a product which focuses its functionality on point-of-

service (POS) processing. POS has for the most part been ignored ever the

past several years and has bee :reared as the "step-child" to ATM transaction

processing. This company has "liberated" POS from the confines of ATM

102



processing, making it a separate service. Customer reaction to the product

has been very good, and competition is expected to cause other companies to

improve their products to meet the challenge.

Traditionaily, there have been a limited number of hardware plat-

forms used for POS processing purposes. This situation is changing. For

example, in one situation performance-oriented software is being "ported"

(i.e., re-written with the same level of processing functionality) to new

hardware platforms. Including more platforms will provide more options for

purchasers and will expand the market.

A nationwide EBT system directly benefits from all this activity.

EBT system functionality requirements represent a small increment over

software currently used in the marketplace. Functionality-oriented and

performance-oriented software process with each other through standard

interfaces. New platforms provide more options for using existing equipment

and for improving the use of existing staffing resources.

Overall, on-line EBT systems based on standard software are technic-

ally feasible and can provide the functionality and performance characteris-

tics necessary to meet all system requirements. Therefore, rather than

considering technical feasibility, the following sections discuss application

software processing characteristics and requirements. The sections are

divided into transaction processing, database access, security software,

workstation screens, eligibility file processing, and settlement processing.

TRANSACTION PROCESSING

On-line transaction processing in an EBT system comprises financial

transactions (i.e., purchase, refunds, voids and reversals), balance inquir-

ies, and manual backup transactions.

Financial Transactions

On-line financial _ransaction processing includes POS and ATM trans-

actions. All transactions are sent to the authorizer for processing. Because

balance information is maintained centrally, all transactions can be processed

using current balance information.
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Two major standards currently govern financial system transaction

processing. One, ANSI X9.2-1980 (being revised) "Interchange Message

Specification for Debit and Credit Card Message Exchange among Financial

Institutions", provides detailed information on the message formats and flows

for financial transaction processing. The second, for standard message

formats, is ANSI X9.16-1984, "Standard Formats for Messages Types."

The financial transaction standards are designed to ensure complete

and accurate processing of all financial transactions, especially when one

institution is not responsible for acquiring, processing and settling a

transaction. In small-scale applications it is feasible for one institution

to perorm all these functions (as in the Reading EBT demonstration), but

larger applications usually involve multiple institutions. Even in the

current round of State-initiated EBT demonstrations, financial transactions

from ATMs sometimes involve a second network. Financial transactions in a

nationwide EBT system certainly will be processed by multiple institutions, so

adherence to processing standards will be needed.

Balance Inquiries

Balance-inquiry processing is similar to financial transaction

processing. The inquiry must be acquired, passed to the institution main-

taining the client authorization file, processed, and returned to the

acquirer. Processing balance inquiries, of course, does not involve any

changes to account balances.

As previously discussed, several avenues (e.g., audio response

units, balance-inquiry-only terminals and ATMs) are available for delivery of

balance information. Security over balance-inquiry-processing must be suffi-

cient to protect recipient privacy, particularly when using ARU delivery.

Manual Transactions

An EBT system must be capable of processing manual, backup transac-

tions whenever regular electronic processing is unavailable. Providing this

service will require some modification to existing application software.

If electronic processin_ is not available because a terminal is not

working, verbal authorizations can be given when the retailer calls in infor-
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marion about the purchase amount and recipient account to be debited. In this

situation the software must be able to place a hold on the recipient's

account, entered from a system workstation. Once a manual sales slip is

received from the retailer, a second workstation entry can instruct the soft-

ware to complete the processing of the transaction by crediting the retailer's

account and settling the transaction. System reconciliation software must

maintain separate totals for manual transactions until processed.

If terminals are working but the system's processor or communication

lines to the processor are unavailable, the system design could have the

terminal store the transaction for later presentment and processing (intro-

ducing the risk of insufficient funds being available) or require verbal

authorization using a daily printout of recipient balances. 1 The verbal

authorization approach would again require application software to accept

workstation entries of transaction information. The other approach (often

called store and forward, or SAF) is already supported by existing software in

some POS networks.

Feasibility of Development Approaches

Application software which can reliably handle transaction proces-

sing is available for use with different hardware components, and software

choices will expand in the coming years. Therefore, obtaining high-

performance software for POS debit transactions should not be a problem.

In the Multiple Design development approach, different sets of

application software will likely be implemented in different States. Because

different software packages sometimes use different rules for transaction

processing, how specific transactions are supported in each State may vary.

That is, while purchase transactions will be available in a consistent manner

across all sites, voids and refunds may be processed slightly differently

depending upon their definition. For example, in some environments processing

rules could be in force which allow partial and total voids. These differ-

ences in processing will result from inherent differences between the

implemented systems. Where there are cross-system recipients, different

1The latter approach would be difficult in a system serving more
than a few thousand recipients.
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processing rules for the same type of transaction may cause confusion until

recipients become accustomed to the differences. Under the Standardized and

Unitary Design approaches, transaction processing rules are expected to be

consistently defined and applied.

In the Unitary approach, the processing of manual transactions may

be somewhat more difficult than under the Multiple and Standardized

approaches, simply because the system operator will have to handle a larger

volume of transactions. The basic approach to handling manual transactions,

however, could remain the same in all development approaches.

DATABASE ACCESS

Several databases are pertinent to benefits processing: retailer,

recipient, terminal, and transaction log. The retailer and terminal databases

record information on those retailers and terminals which have authorized

access to the system. The recipient database also includes authorization

information, as well as data on remaining balances. The transaction log

records pertinent information relating to each transaction processed by the

system.

Key technical issues for database access are the ability to update

eligibility, security access, transaction processing, and workstation access.

Authorization File Processin_

In most cases, authorization file processing is treated as a

"positive file with balances." This means the recipient will have a record on

file along with associated benefit balances. File update requirements include

the ability to add, change or delete records based on information from the

State's program eligibility files. These update capabilities might also be

included in the States' or local offices' system workstations. A further

capability is increasing or decreasing benefit balances on the authorization

database.

The complexity of authorization file processing increases as the

implementation approach moves toward the Unitary Design. In the State-

developed design approaches, the size of the authorization file is determined

by the size of the State's caseload. Currency of database information will
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usually be quite high, as there will be little competition from other State

databases and updates will be performed immediately. The size of these files

is expected to range from very small (e.g., about 11,000 records for a New

Hampshire system) to moderate (e.g., about 800,000 records for New York).

These file sizes will not present significant processing delays due to

recipient record access. But, as the number of sites performing authorization

processing decreases (as in the Unitary Design approach), consolidation of

authorization information requires more processing time and hardware to

support file updates and size.

Under the Unitary Design approach, consolidating all authorization

processing and using one database presents some interesting technical

issues. The authorization database in a centralized Unitary Design system

would exceed 8 million records. Other benefit programs added to the database

will further increase size.

The size of each record on the database plus the number of records

maintained will require a very large database. Although some processing

efficiencies can be gained by partitioning the total database into separate

sections for each State (or group of States), this increases the complexity of

the database structure. Whatever the approach to configuring the database,

accessing and updating very large databases can involve significant efforts,

representing high costs and possibly increasing transaction response times.

Staff required to support these databases are expected to be highly skilled

and costly. In addition, supporting staff are expected to be numerous, due to

the complexity of the systems necessary to ensure processing integrity,

software version control, and backup capabilities.

In the regional version of the Unitary Design approach, each

regional processor would be responsible for a particular section of the

country. Such an approach reduces the size of individual databases and

improves updating and response time characteristics. One drawback with this

approach, however, is cross-region processing. While the need for such

processing will be relatively small, response times would be expected to

increase somewhat for these transactions. Overall, staffing requirements for

supporting and maintaining the databases would be about the same, just spread

more evenly throughout the country.
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While several drawbacks in the Unitary Design approach's database

size and processing capabilities are apparent, a Unitary system represents a

feasible approach. Several large (but non-POS) systems, each with complex and

large databases, are operational throughout the country. Each operates effi-

ciently, but she costs to operate the systems are quite high, in the range of

$10 to $20 million per year. Most of these database systems are "home grown"

and are _herefore unique to their environment. As a consequence, these

systems are not transportable and must be re-developed for use in other appli-

cations. Staying with standard approaches wherever possible would reduce

costs, but the centralized version of the Unitary Design approach would

require further research before a clear understanding of its benefits, costs,

and implications could be developed.

Security Software

Two types of security are considered under this section: database

access and transaction processing. For database access a multi-level, multi-

function capability should be in-place and implemented in conjunction with

workstation screen processing. Multi-level capability allows the system's

security officer to structure the database access tasks for those staff

members who have needs for access at particular levels. Multi-functional

capability allows the security office to allocate functional responsibility

across staff. The security capability should be sufficiently flexible to

minimize opportunities for errors of omission or commission.

Regardless of implementation approach, database access security is a

critical component of consolidation. As processing consolidation occurs in

either the regional or centralized versions of the Unitary model, additional

levels of security are required. At a minimum, access by participating

organizations and central site access to the database should be included.

Segregating informmtion on the database by appropriate agencies allows need-

to-know access and preserves recipient privacy.

While technically feasible, security software supporting increased

consolidation can become very complex. Increases in software complexity also

require increases in the staff's skills to manage the security process. In

some cases software may not be readily available to support the levels of

security necessary in a consolidated environment, and its development would be

a requirement before system implementation.
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Workstation Screens

Meaningful information and screen flow are two essential aspects in

the successful use of workstation screens. For clerical staff, workstation

screens are the window into database information. Having such a window

assumes meaningful information is maintained and properly structured on system

databases. Once the windows are in-place and providing meaningful informa-

tion, workstation screen flow (i.e., movement from one screen to another) must

be sufficiently flexible to allow for reasonable screen-to-screen transfer.

Security over workstation screen access is used to maintain recipient privacy

and provide management information to appropriate staff members.

Settlement Processin_

Retailer settlement occurs within the processing system and at

retailers' terminals. System settlement sends the retailers' credits to their

deposit accounts. Retailer credits are based on captured transactions for the

settlement period and are transferred via the Automated Clearinghouse (ACH)

network. ACH processing is well understood in the marketplace, and systems

are available for performing appropriate processing.

On-line systems are capable o



Feasibility of Development Approaches

Given the similarities in the functionality required of POS debit

card systems and EBT systems, obtaining or developing application software for

an EBT system should not pose serious difficulties. This is especially true

in the Multiple and Standardized Design approaches, where system size will be

comparable to many existing applications of POS software.

As system size increases, however, the application system must be

capable of handling greater amounts of data without degradation of performance

characteristics. As mentioned in the earlier discussion of central site

processing, a single processing center would have to be capable of processing

over 200 transactions per second in a nationwide EBT system. Not only is the

technical feasibility of handling this volume of transactions over a sustained

period in question, there is really no need to do so. By dividing the proces-

sing responsibilities of a Unitary system among regional processors, peak

transaction volumes can be reduced to a more manageable level. Industr

representatives indicated that current POS networks operate more in the range

of 50-60 transactions per second, or 10 to 15 million transactions per

month. For a nationwide EBT system, these numbers suggest that from 4 to 7

regional processors would be needed in a Unitary system. Regional processing

could also provide the capability for backup of other regional centers should

processing be lost in one. In addition, smaller databases at the regional

sites would allow for quicker access for workstation screens, transaction

processing, and eligibility and balance updates.

4.3 SPECIAL FOOD STA!41a PROGRAM !IEQUI!IE3_EIITS

While EBT processing is similar in many ways to commercial POS

services, there are a number of unique Food Stamp Program requirements for an

EBT system. These requirements include manual transaction processing, imme-

diate benefit availability, and special reporting requirements.

MANUAL TRANSACTION PROCESSING

When electronic processing of POS transactions is unavailable in

commercial systems, customers usually can use cash or check to complete the

transaction. Alternatively, they may be able to wait until a later time to

ll0



make the purchase. In an EBT system, program recipients depend on their

benefits and may not have alternative sources of funds. In addition, they may

not be able to delay purchase of groceries until the system is once again

available. Thus, to preserve recipients' access to their program benefits, an

EBT system must allow manual processing of transactions when electronic

processing is not available.

If the retailer or EBT system operator is willing to accept the risk

of accepting transactions which later cannot be authorized due to insufficient

funds, one approach to manual processing is to store transaction information

in the terminal for later transmission to the system. If this risk is

unacceptable or the terminal is not operating, the retailer will have to call

the system operator for verbal authorization. The system operator can check

the recipient's balance if the system's database is accessible, or use a

recent printout of balances if the database cannot be accessed.

Manual transaction processing is technically feasible in any imple-

mentation of an EBT system. As discussed in Section 4.2, the application

software must be modified to allow workstation entry of transaction informa-

tion.

Manual processing, however, does present some operational difficul-

ties. In a high-volume environment, providing sufficient staff to authorize

transactions will be difficult and costly. This is especially true in the

centralized Unitary Design approach. One cannot realistically expect verbal

authorization of 200 transactions a second if the central database is inacces-

sible during a peak shopping period.

From the retailer's perspective, the least disruptive approach would

be to include a handset on each terminal. If the system was inaccessible, the

store clerk could use the handset to call for verbal authorization. This

approach is used in the Reading demonstration system. Adding handsets will

increase terminal costs somewhat, however, and is technically feasible only in

a dial-up environment. Where leased lines and a communications controller are

used (e.g., in multi-lane stores with high EBT volumes), the recipient would

have to go to a service desk for the call to be made.

While technically feasible, it is clear that providing manual

processing capability is cumbersome and costly to all parties. For this
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reason retailers and system operators may resist its implementation. Never-

theless, it is a critical requirement for any EBT system, and a system

developer will have to work with FNS and participating retailers to structure

a manual processing system which is acceptable to all parties.

SPECIAL/EMERGENCY ALLOTMENT PROCESSING

Most program benefits in an EBT system will be authorized and posted

to recipients' accounts on a monthly cycle. In some situations, however,

benefits must be delivered within five days of application for benefits.

Given the time needed to verify the applicant's eligibility and to authorize

the benefit allotment, little time may be available to post benefit authoriza-

tions to an EBT database.

To meet the posting deadline, special procedures may be needed. For

instance, welfare office staff could use workstations to post benefits to the

database. The system's application software would have to support this admi-

nistrative function. In addition, appropriate security and control procedures

would be needed to prevent abuse of this workstation functionality.

Dual custody controls over access to these workstation screens would

be appropriate. In addition, operational control procedures would be required

to ensure that updates via the workstation screens were also reflected on the

master eligibility file maintained by the appropriate program and agency.

Finally, the system would have to provide reports detailing all workstation-

entered allotments to support system reconciliation and auditing.

FOOD STAMP SPECIFIC REPORTS

Food stamp processing reports will be required regardless of model

and development approach. Standard POS reporting software is generally

unavailable to meet the specific reporting requirements of the Food Stamp

Program. So these reports, while technically feasible, must be developed and

implemented. Program administrators must define report requirements. In the

case of the State-developed designs, the Stat_ _gency has this responsibility

within the guidelines provided by FNS. For a Unitary system, FNS will play a

much more active role, but local administrators may be involved in defining

appropriate reports to meet their specific needs.
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Two options exist for the generation of required reports. First,

the system vendor--with direction from State or Federal officials--could

develop and integrate the reporting software with other EBT application soft-

ware. The vendor would then generate and distribute all necessary reports.

Second, the vendor could transmit all transaction log data to the State or

Federal Agency. The Agency could then analyze the data and generate the

required reports. The latter approach has the advantage of flexibility (i.e.,

the State or Federal Agency could easily generate new reports without asking

the vendor to develop new reporting software), but it places more responsi-

bility on State or Federal data processing resources.

4.4 Ih'I'ERCHANCEFEASIBILITY

Current Food Stamp Program policy provides recipients with the

choice of shopping at program-authorized retail outlets regardless of geo-

graphic location. Food stamp coupons easily allow recipient mobility.

Without sufficient forethought, however, recipient mobility could be seriously

restricted in an electronic environment. Mobility can be preserved if inter-

change is allowed. This section discusses the technical requirements of

transaction interchange between two EBT systems and the feasibility of inter-

change within each development approach.

TECHNICAL REQUIREMENTS

Transaction interchange requires the acquiring and issuing EBT

systems to co_$nunicate with each other for processing and authorization of an

electronic transaction. In a commercial POS system, funds must be passed

between the two systems for retailer crediting. Because all Food Stamp

Program benefits in an EBT system are provided by the U.S. Treasury, inter-

change will not require the actual transfer of funds from one system to

another. To ensure balancing of each system's accounts, however, information

about retailers' interchange credits must be passed to the card-issuing

system.

Card number standardization is the first step to interchange.

Standard card numbers provide the basis for an authorization system to iden-

tify and route "foreign" transactions to the appropriate destination. While

card number standardization is technically feasible and standards (ANSI)
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exist, establishing a card number convention will require national focus and

support.

Standard processing formats used for passing transaction information

between processing centers is the second step to interchange. Several stand-

ards are available. One is the ISO X9.2 message formats. Another message

format standard is Format 8, maintained by application software vendors. Any

or all of these standards would be appropriate for message formats and flows.

Settlement processing between the systems is the third and perhaps

most important interchange requirement. In a non-interchange environment,

funds are transferred from recipient accounts to retailer accounts within a

single processing system, and they are posted via ACH. When processing

between systems, the systems must balance and settle between themselves to

keep the accounting correct. Policy guidelines governing this process need to

be developed. Examples of cross-system settlement could include using a

clearing account, such as "due to/due from" accounts, or e_tablishing the same

dummy ACH account for clearing purposes by all participating systems.

INTERCHANGE WITHIN EACH APPROACH

Regardless of development approach, interchange occurs when a

recipient from one system receives transaction authorization at a terminal

serving another system. Behind the scenes, the recipient's transaction is

recognized as belonging to another system and routed to that system for

authorization. Later, at completion of the business day and during settlement

processing, funds are transferred from the recipient's account in one system

to the retailer's account in a different system area.

State-developed systems in the Multiple Design approach pre-suppose

no interchange in most situations. Two States using the same application

software vendor is the only condition where one could expect interchange.

While there is understandable reluctance at the national level to select and

enforce standards, maintenance of recipient mobility may require national

direction. Selecting common interchange card numbering for routing purposes,

common message formats and flows for authorization purposes, and settlement

for transfer of funds between systems will require national attention and

focus. Without this attention, system evolution will preclude future inter-

change capabilities.
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In the Standardized Design approach, the presence of design

standards will facilitate interchange. Each State's vendor, however, would

have to work with other vendors to coordinate interchange processing and

settlement. That is, a standardized design ensures the technical feasibility

of interchange, but additional agreements among vendors must be reached.

Almost by definition, interchange is possible within the centralized

version of the Unitary approach. Because all participants are settled by a

single processor, interchange occurs "automatically." tn the regional Unitary

system, regional interchange will be required. As in the Standardized Design

approach, the regional vendors will have to establish rules among themselves

to ensure interchange. Of course, the number of vendors involved would be

much smaller, allowing easier coordination.

Reasonably, time lags are expected in the interchange process. For

instance, a retailer's account could be credited one or more business days

before debiting of the recipient's account. Due to the existence of time

lags, efficient interchange depends on the availability of settlement funds.

That is, the settling institution may have to provide funds to retailer

accounts before recipients' funds are available from the U.S. or State

Treasuries, depending upon benefit program. States must be prepared to

accommodate and negate the effects of this float.

In the current EBT demonstrations, participants have raised issues

regarding the funding of settlement dollars. On a nationwide basis, funding

settlement dollars in the interchange process becomes an even thornier issue.

Funding the float requires a change in policy which will allow one day's worth

of processing to be banked in a "due to" account. All system vendors would

then draw from the account on a daily basis, and it would be reimbursed on the

following day from the settlement/interchange funds from the previous day.

The total cost for this process is the lost float on one peak day's funds,

which could approach $5 million at a 5-percent opportunity cost of capital.

4.5 IlITEG'EATIONWIT!_ CEEDIT C_ !IETWO_

A nationwide EBT system would require deployment of about 577,200

debit card terminals in program-authorized stores. Furthermore, an extensive

telecommunications and processing network is required. Establishing :he

necessary infrastructure for a nationwide EBT system clearly will be

expensive.
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The credit card industry in the U.S. is much more mature than the

debit card industry. A telecommunications and processing infrastructure is in

place, and more than 800,000 credit card terminals have been deployed. A

natural question is whether a nationwide EBT system could be integrated with

existing credit card operations, thereby reducing costs.

In some respects integration could be achieved relatively easily.

For instance, telecommunications networks supporting the credit card industry

are not restricted to that application. Public or private communications

networks provide services to a variety of users, and an EBT system would

merely share in usage of an established infrastructure. While some additional

lines and linkages would be needed, existing services would form the base of

telecommunications support for an EBT system (as they do for credit card

systems).

Integration of switching and processing centers is also feasible and

has been done by some organizations. The functional requirements for

switching and processing credit and debit transactions are similar. The major

difference is that debit transactions require PIN processing (including PIN

encryption and de-encryption), which does add a substantial level of complex-

ity. As noted earlier in this chapter, however, PIN processing capabilities

are available in some credit card networks, even though they generally are not

used. Thus, integration is technically feasible. Indeed, nothing would

prevent credit card switches or processing organizations from bidding on

contracts to become EBT vendors, thereby integrating credit and debit

services.

The biggest problem with integrating credit and debit card applica-

tions is the terminal base. While it is technically feasible for a single

terminal to handle both credit and debit cards, few of these terminals

currently exist. First, the terminal must have a function key to differen-

tiate between credit and debit transactions, or the access card must indicate

which type of transaction is being requested. Most deployed credit card

terminals do not have the required function key, although newer models often

do. With respect to access cards, the industry trend is in the _osite

direction. That is, some institutions are now issuing cards which can oe used

in either credit or debit terminals. Thus, while movement towards combined

credit/debit terminals exists, it may take some time before the installed base

is very large.
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One reason for the anticipated slow deployment of combined terminals

is the requirement that debit-capable terminals have PIN pads and receipt

printers. The estimated cost of adding a PIN pad and related software is

about $300 per terminal, and a receipt printer could add several hundred

dollars more to the conversion cost. 1 By comparison, the estimated average

cost to deploy and install a complete debit card terminal set is about $900

(see Chapter 8). Thus, while conversion costs are substantial, conversion of

existing credit card terminals could still save an average of $300 to $400 per

terminal.

Terminal conversion, of course, is possible only when credit card

terminals already have been deployed. This introduces another major impedi-

ment for an EBT system. Although 800,000 credit card terminals have been

deployed, very few have been deployed in retail food stores authorized to

participate in the Food Stamp Program. The reason is that the food retail

industry operates on slim profit margins, and most food retailers cannot

afford the discount fees charged on credit card transactions.

Thus, while technically feasible, attempts to use the infrastructure

in place for credit card applications are not likely to generate large savings

for implementation of a nationwide EBT system in the near future. This situa-

tion could change, however, if food stores begin accepting credit cards. As

of now, no major trend in that direction is apparent.

&.6 SUNNARY OF TECHNICAL FEASIBILITY

A nationwide EBT system using on-line processing is technically

feasible under each of the three development approaches. For the most part, a

nationwide system would build upon existing hardware, software, and telecom-

munications capabilities.

From a technical perspective, the Multiple Design approach would be

the easiest to implement. The result would be numerous independent EBT

systems which would operate very much like existing commercial debit card

systems. With current hardware and software configurations, the size of these

"Vol 5 No.1pos News, "Draft Capture Begins to Fuel Debit Growth, . ,

7, January 1989.
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systems would be quite manageable. Their major drawback would be the Lack of

an assured interchange capability.

The Standardized Design approach seeks to overcome the interchange

limitation by imposing design standards on State-developed systems. Because

current debit card systems support interchange, the technical feasibility of

interchange is not in question.

The Unitary Design approach to implementing a nationwide EBT system

does pose some technical challenges. In the centralized version of this

approach, the system's processor will need to handle perhaps as many as 6

million transactions a day during peak periods of the month. In addition, the

recipient database would include over 8 million records. While a hardware and

software configuration capable of handling a system of this size could be

developed, the resulting system would be very complex. Further technical

complexity would be required to maintain performance levels, telecommunica-

tions support, and system security. Finally, the staff support required to

manage and operate such a system would be much higher than in smaller-sized

systems.

The complexity introduced by a centralized unitary system is really

unnecessary. Because the vast majority of transactions coming from terminals

in a single State will need to be processed only against that State's portion

of the national database, a centralized system introduces many inefficiencies

in system design and operations. Many of the benefits of a Unitary system

(e.g., FNS' provision of a processing infrastructure that individual State

Agencies can tie into) can be achieved with regional processing. Regional

processing, in turn, reduces database size and processing volumes to a level

where system capacity and operations is more efficient. At least 4 to 7

regional processing sites would be needed to reduce processing volumes and

database size to levels more in line with most existing networks.

A recurring theme throughout this chapter has been that a nationwide

EBT system should build upon standards already developed within the POS and

ATM industries. These standards should be adopted regardless of the selected

development approach for an EBT system. Adherence to existing standards will

provide many benefits. First, it will facilitate the integration of an EBT

system with existing POS and ATM networks. This should reduce EBT system

development and implementation costs and promote a public/private partnership
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in the delivery of program benefits. Second, building on existing standards

will provide a design environment in which interchange is possible. If

existing standards are not adopted, Federal Agencies still will have to

specify a set of standards to achieve interchange, and this effort will be

redundant and wasteful. Third, adherence to existing standards will allow

future changes in implementation strategy to be accomplished at less cost.

For instance, if all States adhere to the same standards, implementing a

Unitary system at a later date could be accomplished without total redesign of

existing systems.

Applicable standards have been presented throughout the chapter.

Industry standards for management reports have not been developed, however;

such standards should be developed for an EBT system. The standards could

cover reporting requirements for Federal, State, and--where appropriate--

County use. Typical data requirements would include program information;

processing and performance information (e.g., transaction volumes, response

times, and processing and terminal availability); audit information; and

settlement and reconciliation information.
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Chapter Five

PERFORMANCE ISSUES

Broadly defined, system performance covers issues related to the

quality of service provided by a POS system. System availability and response

times are two components of performance that receive considerable attention in

the marketplace. Factors affecting these components are the reliability of

system components (including deployed terminals) and system processing speed.

Other performance characteristics are processing accuracy and the timeliness

and quality of on-site terminal repair.

Although developers of POS systems may focus initial attention on

system functionality (i.e., the services to be provided), user acceptance of

electronic debit card systems depends, in large measure, on the systems'

performance characteristics. Achieving high system performance is not a one-

shot effort. Maintaining on-going performance levels requires continual

attention to system activity levels, the capacity of individual system

components, and the efficient use of that capacity. Maintaining high perfor-

mance also requires an organizational framework that emphasizes timely

response to the needs of the system user, whether that user is a retailer, a

card user, or a State or local welfare agency.

The POS industry has not established industry-wide performance

standards, even though some fairly common expectations about acceptable

performance have developed. Resistance to establishing a common set of

standards has come from network participants and operators, each opting to set

its own performance criteria or letting the marketplace establish de facto

standards. Individual network standards are defined in most networks' by-laws

for their participants but, in many cases, are not strictly enforced. Common

standards and strict enforcement are expected to occur as network consolida-

tion increases and factors differentiating competing networks, such as

different services, become fewer.

Performance factors and their importance to an EBT system are the

focus of this chapter. The chapter begins by discussing system availability

and the reliability of individual system components. Section 5.2 discusses

response times. Section 5.3 examines processing accuracy as a component of

performance. Because system performance is often affected by the volume of
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processing activity, Section 5.4 discusses activity levels and system capa-

city. Section 5.5 discusses customer service as a performance component.

For purposes of simplicity, only draft capture authorization is

considered in this chapter. In draft capture authorization, all data about a

transaction are transmitted electronically between terminal and host. Other

types of authorization are on-line authorization with paper draft capture and

voice authorization with paper draft capture.

5.1 SYSTEM AVA.II.ABILIT_f

From a system user's perspective, system availability refers to

whether or not a requested system action (e.g., authorize a transaction,

settle accounts, add a new account to the database) can be completed. Because

an EBT system will have multiple types of users, different concepts of

availability exist. For instance, retailers and recipients will expect the

system to be available 24 hours per day, 7 days per week. Welfare office

staff will view availability primarily in terms of normal business hours, or 8

hours per day, 5 days per week. Consequently, measuring availability in a

multiple user environment is difficult.

Usually, minimum availability requirements are defined as service

level objectives (SLO). Because availability requirements are more stringent

during different times in the processing day, an SLO may be structured into

multiple processing layers, each measured or monitored separately. Typically,

three SLO measurement periods should be considered: the entire processing day,

prime time and peak tim_. The entire processing day covers the entire period

over which processing occurs (i.e., 24 hours per day, 7 days per week). Prime

time frequently designates a period of time when transaction processing and

account maintenance occur simultaneously (i.e., the period from 8 a.m. to 5

p.m). Peak time covers the period of the day when processing volume is

highest. Usage patterns and geographic coverage must be considered before

appropriate peak and prime times for processing are identified. System

capacity is usually built to accommodate the processing requirements during

peak times. Availability measurement and system users' perceptions are most

directly affected by the ability of the system to process during peak periods,

when the system is most stressed and likely to fail.
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Usually, one or more of these measurement periods overlaps with

another period. Interestingly, these processing period windows widen as the

system's geographic coverage increases. For example, in a multi-state, two-

time-zone regional EBT system, the peak time period is likely to increase from

a three- to four-hour period to a four- to five-hour period. In a national

system with one vendor, the system's peak period will extend to six to seven

hours each day.

Unscheduled system outages clearly affect availability. Performing

routine system maintenance in most environments, however, requires periods of

scheduled outage, when the system Ls removed from service and no processing

activity may be performed. Usually, scheduled outages are predetermined

periods which occur at the same time during the processing week or month.

Sunday from midnight to 4 a.m. is frequently used for this purpose.

Scheduled outages normally are acceptable processing practices. If

a system relies on a national processor, however, scheduled outages may not be

acceptable. For instance, a national switch in the West, having scheduled

outages in the early morning hours, may adversely impact customers using the

service in the East.

In some cases national POS networks do not differentiate between

scheduled and unscheduled outages, thus all outages reduce availability.

While not an official national standard, most networks have contractual

availability requirements for each member and, in some cases, are allowed to

enforce the standard with financial penalties. Members also may be required

to post performance bonds to deter problems with system availability. In most

situations, however, members are encouraged to meet availability requirements

using other means (e.g., discussing poor availability performance with members

during network board meetings, offering technical suggestions for improvement,

publicizing each member's availability ranking). With increased competition

for POS services, the uae of financial penalties may increase soon to improve

performance.

High levels of system availability (above 97 or 98 percent) have

become an expected business requirement by system users. A highe_ level (99

percent or better) may be needed in an EBT system because manually authorized

transactions are costly to support and retailers will resist introduction of a

system which requires numerous manual transactions. Thus, high system availa-
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bility should be a major performance goal of any EBT system, regardless of

development approach.

To monitor system availability, an EBT system operator should be

required to maintain logs of when the system cannot process transactions, and

these logs should be reviewed by State Agencies, or by Federal Agencies in a

Unitary EBT system. State Agencies should maintain logs of when an EBT system

cannot be accessed for administrative functions (e.g., adding new accounts to

the database or checking transaction histories). Unfortunately, no easy

method exists for monitoring the availability of POS terminals. Retailers

could be asked to maintain logs of when terminals are not working, but this

would be time consuming. A more feasible approach might be to monitor the

number of service calls retailers make for equipment malfunctions. Finally,

the percentage of EBT transactions requiring manual authorization also can

serve as an indicator of the relative incidence of system unavailability. In

the extended Reading EBT demonstration, an established goal was that no more

than 0.3 percent of all transactions require manual authorization.

In seeking to maximize system availability, the reliability of

individual system components must be considered. Each network component

(e.g., terminals, telecommunications lines, processing units, application

software) represents a potential point of failure. If any single component

fails, the system becomes unavailable to some or all users.

In most networks or systems, sufficient redundancy is available to

limit the impact of a point of failure. The weakest point in any system or

network occurs where redundancy is either too costly, overlooked in developing

the capability, or impossible to provide. Often these weaknesses are referred

to as "single points of failure." Because all transaction processing activity

passes through these single points of failure, they represent the greatest

risk to network reliability and availability. Examples of such vul_orabili-

ties are telephone lines, computer hardware, system and application software,

and electrical supplies.

Technological solutions are available which improve overall reliabi-

lity. Computer hardware platforms have been developed to provide virtually

continuous periods of operation through the use of specialized system software

and redundant hardware. Using these platforms, application software has been

developed which provides for increased availability by integrating with the

system software and platform hardware.
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Of the three development models, system reliability should be

highest in the Multiple or Standardized Design approaches. These approaches

develop systems with limited geographic coverage (i.e., one State), so their

required telecommunications infrastructure is simpler. In addition, database

structure and access are less complex than in a centralized or regional

Unitary system, which should reduce the number of problems encountered and the

time to correct them.

In the Unitary Design approach, regional systems are likely to be

more reliable than a national system. Regional processing requires less

complex processing and telecommunications support than a national processing

center. Also, if regional processing centers are used, the possibility exists

that if one center suffered a prolonged failure, its database could be

transferred to another regional processing center for temporary processing.

5.2 RESPONSE TIME

Closely following availability as a performance goal is system

response time. High system availability is expected. Quick system response

time within very narrow tolerances is another requirement. Response time is

the time measured from the terminal's submission of the transaction until

receipt of the approval or denial response. While there are other views of

response time, discussed later, this is the user's view and is often referred

to as "end-to-end response time."

For reasons not totally clear, users will tolerate higher response

times on manual payment processing than on electronic payment processing.

Many theories have been advanced for this phenomenon, all plausible. The lack

of human interaction while electronic processing is in progress seems to be

the most reasonable. In many cases, POS response times of 5 to 10 seconds are

expected. Total ATN processing times are higher, but only because an ATH

transaction requires multiple interactions with the system (i.e., the trans-

action involves several prompts for customer information, and each requires a

system response).

In some situations where processing times have increased slightly,

user dissatisfaction has resulted. One recent example at a large financial

institution's ATM network was the introduction to the network of a new ATM

with enhanced functionality. Customer complaints were voiced immediately over
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slower response times at the newer ATMs. In locations where the older, faster

machines were side-by-side with the newer ATMs, longer lines developed behind

the older ATMs--a vivid example of customer reaction to a slower response time

situation.

There are no national standards for system response times. Instead,

response time criteria tend to be defined by network operators or by service

providers. This is especially true in larger networks such as Visa or

MasterCard, where membership size is so great that the network operator (and

not the members) must dictate response time criteria to ensure smooth opera-

tions. In emerging POS networks, these larger networks' standards may be

accepted as industry norms. For example, many networks require authorizers to

respond within a defined period of time or face financial penalties. The

specific criterion for maximum response times varies somewhat from network to

network. Five seconds or less for this portion of the overall transaction

seems to be the norm.

End-to-end response time (i.e., from transaction submission to

receipt of response) is affected by three major network components: tele-

communications transmissions, switch processing times, and authorizer

processing times. Processing times, in turn, will be affected by hardware

capabilities, systems and application software, and database access. If end-

to-end response times are too long, the system operator needs to know which

components are responsible. Thus, managing end-to-end response times in a POS

or EBT network requires the operator's ability to measure response times in

each component.

The most control a network operator has over response time is

through the telephone network and in the application system. By increasing

transmission speed through the telephone network (using higher baud rate

modems on terminals), response time can be reduced. Adding telephone lines or

computer hardware capacity also can reduce reponse times in some applications.

If a retailer's POS terminal uses dial access with pulse dialing, response

time can be substantially reduced by switching to tone dialing, if available.

Response time can also be reduced by switching from dial lines to leased

Lines, although leased lines are generally more expensive.

Switch processing time can be measured using software which

timestamps transactions as they enter and leave the switch. Where all
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authorization processing is performed by the switch, the difference between

arrival and departure timestamps is the switch processing time. Where the

transaction must be rouged to an external party for authorization, two

response time measurements are possible. One is the switch transit time

(i.e., the time of transaction transit through the switch) while the other

measurement is response time from the external authorizer.

In most cases this information is sufficient to measure overall

switch processing time. Switch statistical information, however, is not an

exact measure of switch processing times when transactions pass through

multiple switches. As described below, response times through individual

switches can be used, after adjustment, to derive meaningful response times.

Deriving switch processing time measurements requires using switch

response times for transactions processed with the individual networks.

Surmning response time for two networks and deducting average switch transit

time for all transactions processed provides total switch processing time for

the two networks under consideration. Deducting average switch transit time

eliminates the double counting of switch transit time. While this derivation

process lacks some precision, it is nevertheless indicative of overall

response time and can be a useful tool for determining the capabilities of

processing capacity.

When switch processing times are too long, response time can be

reduced by "tuning" the application or removing processing bottlenecks. For

instance, very fast processing capabilities may not reduce response time if

access to the database is slow. Improving response time in this situation

wou_d require better access capabilities rather than increased communications

or processing capacity.

There are no industry-wide standards for switch processing time.

The primary rule-of-thumb is transit time through the switch. Frequently,

switch transit time is expected to be one quarter of a second (250 milli-

seconds) or Less. Most application packages available in the marketplace

strive to meet or exceed this requirement.

Purchase of software packages is usually done with vendor assurances

of transaction transit time through the switch. Vendors will provide

benchmark information which addresses transit times. In many cases these
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benchmarks are accurate, but they can be misleading. Because expected

transaction mixes (e.g., the mixture of purchases, balance inquiries, issuance

postings, database updates) cannot be determined in advance, benchmarks rely

on standard transaction mixes. Benchmarks relying on standard transaction

mixes may be a poor measure for EBT transaction mixes, so benchmark results

cannot be used as the basis for accepting vendor claims of performance capa-

biities. Vendor benchmarks, where possible, should be adjusted to reflect

expected EBT transaction processing mixes.

Normally, end-to-end response times can be expected to increase as

the path length and number of transition points in the telecommunications

network increases. Thus, longer response times would be expected in the

Unitary Design model and in the Standardized Design model (but only for

interchange transactions in the latter model). Nevertheless, some things can

be done to reduce the impact of path length and transition points. For

instance, leasing higher quality lines, increasing line speed, and using

higher level line protocols will contribute to improving response time in

networks of increasing complexity. Ail of these contributors, however, are

subject to increased installation and on-going maintenance costs.

Response time criteria should be established for any EBT system.

The operator's ability to measure response time through key components should

also be required. In the Multiple Design approach, FNS could specify some

general response time criteria, while letting State Agencies and vendors

negotiate exact requirements. Because system designs would be more uniform in

the Standardized Design approach, FNS would be in a better position to set a

national standard for response time. In the Unitary Design approach where FNS

negotiates directly with one or more vendors, response time standards could

certainly be set. A standard between I0 and 15 seconds would be realistic,

although retailers have been pushing for response times of 10 seconds or less.

5.3 SYSTEM ACCURACY

Accuracy of system processing is a critical factor in system opera-

tions, regardless of development approach. At a minimum, processing errors

will increase system operating costs and impose extra burdens on system

participants as efforts are made to identify and correct errors. If errors go
f o · . ·

undetected, they will lead to financial losses to participating recipients,
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retailers, or the program itself. Any reductions in program accountability

resulting from processing errors will have severe consequences for the govern-

ment's support of future EBT operations.

Processing accuracy requires the processing system to ensure all

transaction processing is delivered to the point of origination without

error. Every component in the system must provide guaranteed delivery

regardless of circumstances. Financial transactions require 100 percent

accuracy or full identification and timely resolution of any errors. Without

this high level of service, customer confidence will be adversely effected.

Data integrity requires that all database changes via transaction or

workstation processing be completely verified. Verification includes checks

on card, cardholder, and account validity as well as balance validation and

balance reduction by the transaction amount.

Processing integrity ensures transaction accuracy as it passes

through each component of the delivery system. Transaction delivery to the

authorization point and back to the origination point must accommodate breaks

in the process to ensure processing integrity. That is, when breaks in the

process occur, appropriate processing must be activated to reverse all

activity completed prior to reaching the breaking point. Without reversing

this activity, a customer's account could be erroneously updated without

receiving approval for the activity requested.

Application software which ensures accuracy throughout the entire

processing cycle is available in the marketplace for transaction processing

and database integrity. Such application software is available on cwo major

hardware platforms, IBM and Tandem, from a variety of software vendors.

Tandem application software has been in use for a longer period, and it

dominates the marketplace and marketshare.

Systems with a larger number of components are more complex and

therefore require more attention to accuracy considerations. Thus, system

accuracy will be more difficult to achieve in the Unitary Design approach than

in either the Multiple or Standardized Design approaches. Even in large,

complex systems, however, the technology exists for ensuring accuracy and the

integrity of all databases and system processing. The cost to achieve this

accuracy, however, may be high.
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5.4 SYSTEM VOLUMES

System performance can be degraded as the volume of transactions

increases and capacity limits are reached or exceeded. Thus, the purchase of

software packages for any EBT system should carefully consider the impact of

expected system volume on processing functionality. Some packages available

in the marketplace, while having impressive benchmark results and strong

recommendations from current users, are inefficient and cannot effectively

process high volumes. These inefficiencies often do not become readily

apparent until processing volumes increase. Corrections for poor performance

are either costly or impossible to make.

Before an EBT system is designed and developed, the vendor needs to

estimate expected future usage of the system. This may be easier in an EBT

environment than in commercial POS networks, because the number of expected

users is well defined and the EBT demonstrations will provide evidence of

usage patterns (e.g., recipients in the Reading EBT demonstration average

about eight transactions a month}.

Once future transaction volume is estimated, the vendor should

estimate peak volumes on a daily, hourly and per second basis. Again, the EBT

demonstrations should provide ample evidence for these estimates. As an

example, peak hourly volumes in Reading usually are 11 to 13 percent of daily

volumes. Daily volumes are directly related to the monthly issuance cycle.

It is especially important that processing volumes be carefully

considered in the Unitary Design approach. Whether regional or central

processing is used, volume estimates and benchmark information are partic-

ularly important in the decision making process. Very few software packages

can process the volumes one would expect in the centralized Unitary Design

approach, and detailed understanding of processing capabilities of purchased

packages and of actual production processing situations should be reviewed

carefully.

Understanding and addressing volume patterns is also crucial to

switch processing. During the course of a processing period such as a week,

month or year, volumes will vary by as much as 25 to 50 percent against the

average volume. For example, in some systems summer travel activity will
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cause more usage by customers than at other times of the year. In an EBT

system, volumes will be high around issuance periods. Dampening these EBT

peak volumes can be accomplished by staggering issuance periods throughout the

month, thereby reducing overall system capacity requirements.

Capacity through each major component of the system must also be

considered. Each system component at a given point in time is capable of

processing different levels of volumes. For instance, telecommunications

capacity and protocol may be capable of 25,000 transaction per hour, the

hardware capacity may be capable of 70,000 transactions per hour, and the

application software may be capable of processing 12,500 transactions per

hour. The overall capacity of the system is the processing capacity of its

least capable component--or the application software in this example. So, all

components of the system should be considered in estimating the processing

capability of the system.

Insufficient capacity in any area may cause performance degradation

in other components. In the previous example, when the volumes exceed 12,500,

the application system response time will deteriorate. Response time

deterioration may cause reversals due to late responses to the original

transaction. Reversals are treated by the application in a manner similar to

regular transactions. Thus, reversals increase transaction volumes even

further and cause further deterioration. In many cases as reversal processing

increases, system processing can degrade so badly that system processing could

possibly stop. Sufficient system capacity in all areas must be provided to

ensure performance is not adversely affected.

Overall, capacity considerations require analysis of the processing

capabilities of all system components. Selection and purchase of vendor-

developed application software includes the platform upon which the

application will operate. Telecommunications access to the platform and

application software require careful consideration of possible volume growth

over a several-year period to ensure sufficient capacity is purchased and

added to support the future. Failure to carefully consider these areas will

require painful adjustments as volumes grow and software or platform inabili-

ties to process become apparent.

131



5.5 CUSTOMER SERVICE

Any POS or EBT system will encounter problems which affect customer

usage of the system. Lost, stolen or damaged debit cards will need to be

replaced; faulty terminals or other in-store devices will need to be serviced;

and transactions will have to be manually authorized when electronic

processing is unavailable. In addition, disputes over account balances or

transaction totals will need to be resolved. A very important component of

overall system performance is how quickly these problems can be corrected.

It is important to note that the identification of customer and

service provider may vary depending on the nature of the problem. State and

local office staff will often be system users or "customers," as when they use

system workstations to update an EBT system's database. These staff are also

"service providers" when they train recipients, issue new debit cards, respond

to account problems, and the like. Thus, maintaining a high level of customer

service in an EBT system is the responsibility of both the system operator and

State or local office staff. Each party will have to acknowledge its service

responsibilities and work together to maintain customer service levels.

Because terminal problems cause major problems for retailers and

their customers and require costly and time-consuming manual authorization

procedures, terminal servicing is a very important component of customer

service. Responsibility for terminal servicing usually rests with the

terminal deployer (or transaction acquirer), although the deployer may

contract with a separate vendor for provision of these services. It is not

unusual for these contracts to specify maximum allowable response times for

service calls. As more stringent response times are specified, however,

contract costs can be expected to rise. Given the importance of terminal

operators, a maximum response time of two to four hours is reasonable.

Operation of a telephone "hotline" for retailers and recipients to

call when problems are encountered is another important service component. An

EBT system may have multiple customer service hotlines. Recipients could call

their local assistance office to report lost, stolen or dammged cards or to

inquire about account problems. During non-business hours these calls could

be forwarded to a representative of the system operator. Retailers could call

their terminal deployer about account or equipment problems. Local office

staff should also have a number to call if problems develop with system work-
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stations or database access. Finally, retailers will need to tail a system

representative to obtain verbal authorization for manual sales.

5.6 SUMMARY

Successful operation of an EBT system requires close attention to

many components of system performance. The availability of system processing

and system response times are two critical areas of system performance. Other

important areas are processing accuracy and customer service.

System availability, response times and processing accuracy are

directly affected by system design decisions. The design must be based on

appropriate telecommunications, hardware and software configurations, and the

capacity of these components must be sufficient to handle expected peak

volumes of transaction activity. Because performance is related to design

issues, however, it is easy to overlook the impact of operating procedures on

system performance. Maintaining system performance is an ongoing task.

Increased transaction activity, degraded line quality, and equipment failure

can all affect system performance. The system operator needs to constantly

monitor these components and measures of performance to ensure that required

levels of performance are maintained. Equally important is Agency oversight

of system performance, through review of performance measures and attention to

retailer and recipient complaints.

System performance is harder to maintain as the complexity of the

system increases. Thus, system performance levels in a regional or central-

ized EBT system are likely to be somewhat lower than in systems operating at a

State level (i.e., those developed under the Multiple or Standardized Design

approaches). This is especially true in the areas of system availability and

response times. Similarly, performance in a centralized EBT system will be

harder to maintain than in the less complex regional systems. This does not

mean that regional or centralized EBT systems cannot provide adequate levels

of system performance, only that more effort will be required to achieve the

same levels of performance as in State systems.
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Chapter Six

REGULATORY ISSUES

Implementation of a nationwide EBT system will require changes in

Federal legislation and Food Stamp Program regulations. State Operating

Guidelines also will have to be revised to address this benefit delivery

approach. This chapter reviews existing Food Stamp Program regulations and

discusses changes needed to implement each of the three development options

described in this report. It also outlines the potential impact of Federal

and State laws on the design and operating environment of an EBT system.

6.1 FOOD STAMP PROGRAM RECULATXO#$

The Food Stamp Act of 1977, as amended, and program regulations

state that Food Stamp Program benefits be issued in the form of food stamp

coupons. Alternative methods of issuing benefits are allowed only in defined

circumstances or under demonstration authority. Thus, any expansion of an EBT

system to non-demonstration sites will require both legislative and regulatory

changes. Indeed, Congress is currently examining amendments to the Food Stamp

Act which would authorize EBT systems as an alternative issuance and redemp-

tion approach.

Required changes could be relatively straightforward. The Food

Stamp Act could be amended to allow benefits to take the form of electronic-

ally stored data in a program-authorized data processing system. Minimum

required changes to program regulations would be a little more substantial.

The regulations currently use the term "coupons" when referring to benefits,

and these references would have to be broadened to incorporate an EBT system's

electronically stored data. In addition, the regulations would have to iden-

tify an EBT system as an allowable option for benefit issuance and redemption.

Because existing food stamp regulations contain substantial detail

on the general principles and specific procedures for issuing food stamp

coupons, however, it is possible that FI_S will want to establish similar

parameters for electronic systems. This will require more substantial regula-

tory changes. For instance, FNS could adopt regulations which specify the

basic functions that an £BT system must perform. These regulations would be

needed regardless of which development approach was selected. If FNS wishes

135



to pursue either the Standardized Design or Unitary Design approach, the

regulations should also specify system design parameters. If desired, system

performance requirements also could be included in the regulations. Addition-

ally, FNS could elect to draft regulations which delineate acceptable

delegation of CBT responsibilities to private contractors, and define State

liabilities that result from financial losses incurred by EBT systems.

Finally, the regulations might address issues of how terminal costs might be

shared with retailers when terminals handle both EBT and commercial POS

transactions. Each of these options is discussed below.

BASIC FUNCTIONS

FNS regulations outline basic functions which must be performed by

each type of coupon issuance system (e.g., ATP, direct mail and Household

Issuance Record). For an EBT system, similar regulations will assist States

by providing standard guidelines which can be used to delineate acceptable EBT

operating parameters. The basic functions an EBT system will have to perform

include:

· providing benefit allotments to recipients;

· allowing recipients to use their allotments;

· crediting retailers for benefits they accept;

· ensuring fiscal accountability; and

· providing management information.

Regulations might simply mandate that these functions be performed. However,

if FNS seeks to maximize conformity across the Food Stamp Program, it might

establish more specific methods and standards for discrete functions.

Provide Benefit Allotments to Recipients

In the current system, recipients have their benefits once they

receive an allotment of coupons. Recipients in EBT systems never actually

take physical possession of their benefits. Instead, benefits are electronic-

ally posted to a computer account, and the recipient is issued an EBT card

which can access the benefits stored in this account. Thus, FNS could draft

regulatory guidelines which address these and related functions. Regulations

might stipulate that an EBT system must:
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· provide regular monthly benefit allotments to house-

holds' EBT accounts on or about the same day each month;

· provide expedited service and supplemental or pro-rated
allotments on an as-needed basis;

· issue access cards in a timely manner upon certification

for eligibility;

· issue replacement cards in a timely manner when access

cards are reported as lost, stolen or damaged;

* provide adequate training to participants who are

unfamiliar or uneasy about electronic system technology;
and

· establish procedures that enable recipients to designate

family members or friends as alternate shoppers.

The goal of these regulations would be to ensure access to benefits which is

as comparable to the coupon system as possible, given the differences in

technologies.

Allow Recipients to use Benefits to Obtain Food

At a minimum, FNS might stipulate that existing regulations govern-

ing acceptable uses for food stamp coupons apply to EBT benefits as well.

Additional regulations could be introduced to ensure that an EBT system

satisfies basic Food Stamp Program requirements. Regulatory guidelines would

ensure that States adopt procedures which:

· allow recipients to carry forward positive balances from
previous months;

· adjust food stamp balances whenever accounts are under/
over-credited, or unauthorized debits are accidently
posted;

· ensure access to benefits when electronic processing is
not available, through the use of manually authorized

transactions;

· establish liability resulting from overdrafts or limit
the dollar amount of manual transactions when electronic

processing is not available;

· provide recipients with adequate information about the
amount of food stamp benefits available to them; and
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· set policy for benefits that remain in the accounts of
inactive clients.

Additional issues open to regulatory clarification include the

following:

· Under what circumstances will recipients be permitted to

convert electronic benefits to coupons (e.g., recipients

move or shop outside of the area served by the elec-

tronic system)?

· How will fractional balances (i.e., cents) and balances

under $2 be handled when electronic benefits are

converted to coupons?

· What is the State's responsibility for training and

equipping retailers with POS terminals?

· How many of a store's checkout locations will have to be

equipped for electronic food stamp transactions?

With respect to the issue of where terminals need to be deployed,

current regulations state that, "No retail food store may single out coupon

users for special treatment in any way" (Regulation 7 CFR Section

278.2(b)(1988)). Retailers favor terminal deployment in all Lanes; however,

the cost of equipping every checkout counter with a POS terminal may be

prohibitive. FNS could write regulations to accommodate retail concerns and

provide EBT sites with guidelines for terminal deployment.

Creditin_ Retailers for Benefits they Accept

Under the coupon system, uniform procedures are used nationwide for

crediting vendors. In the Multiple and Standardized Design approaches to

system development, however, it is possible that EBT crediting procedures

could vary from one system to the next. Beyond the basic requirement that

retailers be accurately credited for electronic food stamp transactions, FNS

might set standards for the timeliness with which retailers are credited for

electronic transactions (e.g., two bank business days). FNS might also

specify information that retailers are entitled to receive under an EBT system

(e.g., records of individual transactions and deposits).
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Ensurin_ Fiscal Accountability

State and Federal agencies are currently required to report and

reconcile all phases of the coupon system. Although the specific points of

EBT reconciliation differ from those of the coupon system, electronic benefit

systems will have to ensure the legitimacy and accuracy of food stamp

transactions and resulting account balances. Specifically, an EBT system will

have to adopt procedures which enables it to:

· verify that benefit allotments credited to recipient

accounts correspond to the benefit allotments authorized

by the State. This requirement corresponds to existing

coupon system reconciliation and reporting requirements

(i.e., FNS Form 46 and FNS Form 250);

· perform system balancing to reconcile benefits issued
with benefits redeemed and benefits remaining in recip-

ients' accounts (because coupons redeemed cannot be

reconciled against coupons issued, no comparable
procedure exists in the coupon system);

· summarize credit and refund transactions to determine

the net value of credits due each retailer;

· transfer funds to retailers to cover the amount of food

stamp transactions and reconcile total transfers to

banks against total transfers from USDA; and

· create and maintain records that permit an external

auditor to verify the legitimacy of transactions and
account balances.

The revised regulations should also address appropriate procedures

for settling disputes over reconciliation discrepancies. Definitions of which

party is liable for unresolved discrepancies leading to benefit loss also need

to be included.

Provide Management Information

A primary requirement of the coupon system is that State and local

agencies be capable of monitoring and managing program operations. Because

similar requirements are inherent to EBT, it is necessary only for FNS to

stipulate that all issuance and redemption systems generate timely and

adequate information. States and other users of program data could determine

an acceptable level of detail (e.g., food stamp personnel might want data
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disaggregated by store, store type, recipient group, etc.). Alternatively,

FNS could specify the required level of detailed management information.

DESIGN REQUIREMENTS

In addition to specifying the basic functions that EBT systems must

perform, FNS could designate or restrict specific design features. Such

parameters could be used to deter States from adopting costly, unreliable or

untested EBT system features. Standardized guidelines also might be used to

facilitate comparability and interchange among several (or all) EBT systems,

or minimize the risk of fraud or negligence. Any attempt by FNS to achieve

cost-effectiveness and comparability among EBT systems will likely require

that some form of design requirements be imposed on State systems. Three such

examples are discussed here.

The fundamental design issue that will have to be settled is whether

EBT systems should utilize on-line or off-line technologies and the associated

choice of access cards. On-line systems facilitate comparability with most

existing commercial POS systems. Under some circumstances the off-line

approach can be cost-effective. Until the presently proposed off-line EBT

demonstration is evaluated, however, the possible cost-effectiveness and

technical feasibility of an off-line system has not been observed. Thus, FNS

would probably not want to take a stand on this design issue until the

demonstration is completed.

Design features also affect the security of an EBT system. Under

the coupon system, States are required to incorporate specific security

precautions to minimize the risk of theft, fraud or negligence, and FNS holds

States liable for a portion of resulting losses. FNS is likely to impose

similar requirements on EBT systems. A report on EBT performance standards
1

recommends that EBT systems should be required to:

· conduct a vulnerability assessment of the proposed

system design, and continually review system security

procedures;

1john A. Kirlin and William L. Hamilton, Performance Issues in an

Electronic Benefit Transfer System for the Food Stamp Pro,ram, Cambridge,
Massachusetts: Abt Associates, Inc., forthcoming.
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· utilize data encryption and message authentication to

protect data transmissions;

· require recipients to use personnel identification
numbers (PINs);

· design a compie_e and timely reconciliation system; and

· construct a complete audit trail.

Additional system security standards that may be imposed as a result of the

Computer Security Act of 1987 are discussed later in this chapter.

A third system design capability that FNS might want to impose upon

States utilizing EBT is interchange among neighboring, regional or all

electronic issuance systems. As discussed in Chapter 2, interchange enables

food stamp participants in one EBT system to access their benefits in another

EBT system. This capability would be contingent, however, on standardization

of several design features. Thus, if FNS wishes to facilitate interchange, it

will have to impose the following design requirements on State-developed

systems:

· access cards in each system must contain similar account
and recipient identifiers, and the information will have
to be formatted consistently;

· EBT databases maintained by each system must be capable
of receiving and transmitting messages to a common
switching facility;

· information and format of electronic issuance messages,
including data encryption procedures, must be
consistent;

· each EBT system must utilize standardized procedures for
settlement of funds and reconciliation of transactions;
and

· jurisdictions must agree upon common procedures for
resolving errors, assigning liability, and arbitrating
disputes.

PERFORMANCE STANDARDS

FNS could also establish performance requirements that specify "how

well" EBT functions are to be performed. While diversity in system design

might preclude the imposition of uniform standards, FNS might require States

to establish their own performance criteria to ensure that their EBT system
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performs in a timely and efficient manner. For example, FNS might require

States to:

· establish acceptable standards for system availability;

· establish acceptable response time standards for all

functions, but especially for EBT purchase transactions;

· ensure that system capacity is sufficient for the

required level of system use;

· ensure that a high percentage (e.g., 99.9 percent or

greater) of all EBT transactions are processed accur-

ately; and,

· specify management information needs prior to system

design, and test all reporting software and automated

procedures prior to system implementation.

DELEGATION OF EBT-RELATED RESPONSIBILITIES

Existing regulations allow State Food Stamp Agencies to delegate

responsibility for specific food stamp functions to county governments or

private entities. For example, States often contract with banks to issue

coupons, or with private firms to develop automated data processing systems.

The regulations also contain restrictions on delegation of food stamp

functions. For instance, retail food stores authorized to redeem coupons

generally cannot act as issuance agents for the State.

For an EBT system, the regulations could continue to allow States to

contract with private firms for the development and operation of automated

data processing systems. Some restrictions would be needed to prevent

conflicts of interest. Examples include prohibiting stores authorized to

redeem benefits from operating the system or from deploying terminals in

competing stores. The regulations could also address recipient privacy issues

by specifying what system information can be accessed by private firms and for

what purposes that information can be used.

The implementation of electronic benefit systems also raises the

issue of who is liable for losses incurred in an EBT system. Existing regula-

tions hold States liable for some coupon losses (i.e., coupons missing from

inventory and certain types of improper issuances). In addition, States can

hold private entities liable for any losses attributable to their operations.
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Similar regulations could be adopted for losses in an EBT system attributable

to a system vendor's improper operation of the system or overdrafts occurring

when the system is unavailable for electronic processing.

TERMINAL COST SHARING

Two situations exist in which the costs of deploying and maintaining

terminals in an EBT system could be shared between private firms and Federal

or State Agencies. If an EBT system uses already-deployed commercial POS

terminals, the owners of those terminals may reasonably expect reimbursement

from State Agencies or, in the case of a Unitary EBT system, Federal Agencies.

If, on the other hand, EBT terminals deployed by Federal or State Agency

contractors are configured to accept commercial POS transactions, it is

equally reasonable to expect that commercial POS networks or retailers pay for

commercial use of the terminals. Disagreements over proposals for such

payments already have risen in the State-initiated EBT demonstrations, and FNS

might wish to provide guidelines in program regulations for when cost sharing

is appropriate.

In preparing regulatory guidelines, the fundamental point could be

that cost sharing is appropriate or necessary when public and private

interests are supported by a single piece of equipment, regardless of who

deploys and owns that equipment. The regulations could state that terminal

amortization and maintenance costs should be shared on the basis of relative

usage to ensure that neither public nor private groups are subsidizing the

others' access to the terminal. The specific methods of reimbursement (e.g.,

per-transaction fees, monthly fees, an up-front connect fee, or some

combination of the above} could be decided through negotiations with the

terminal deployer.

6.2 RECUI.ATORY ISSUES UNDER EACH ALTt_.Rw&TIVE DEVELOPMENT APPROACH

MULTIPLE DESIGN APPROACH

Under the Multiple Design approach to system development, States

design, develop, install and operate their own EBT systems. Although FNS

es:ablishes functional (and possibly performance) requirements, individual

States (and their vendor(s)) have substantial flexibility in deciding how

these functions are performed.
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Functional Requirements

Under the Multiple Design approach, EBT is viewed as a "black box"

which must perform a series of established functions. Thus, regulations would

not be concerned with how functions are performed, but with the end result

(e.g., the system must provide timely deposit information to retailers).

Regulatory language under this approach is used only to define functions which

an EBT system must perform.

FNS' experience with the State-initiated EBT demonstrations provides

a basis for drafting the required functional requirements. In both the

Federal Register Notice announcing the demonstrations I and the Cooperative

Agreements with the State and County Agencies, FNS detailed the functional

requirements for an on-line EBT system. The notice and agreements, however,

gave States a good deal of latitude in deciding how to design and operate such

systems. The notice also outlined special program requirements aimed at

maintaining the "level and quality of service...that is mandated by law and

program regulations." For example, these special requirements stipulate that

EBT demonstration sites must be able to:

· maintain recipient access to retail outlets;

· insure equal treatment for food stamp customers (e.g.,

retailers may not establish exclusive tines for food
stamp recipients);

· enable recipients to obtain information on remaining

food stamp balances without making a purchase;

· allow households leaving or entering an EBT project area

to use remaining benefits allotments; and

· validate that only authorized stores access the system.

Performance Requirements

Under any approach which permits States to design or operate an EBT

system, FNS may want to implement performance criteria to ensure that system

1Federal Re_ister, "Food Stamp Program; Demonstration Projects Using
Electronic Benefit Transfer Technology." p. 35287, September 18, 1989.
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participants are not adversely affected by system implementation. Thus, FNS

would not only list functions, but publish corresponding performance

standards. For example, instead of simply requiring EBT systems to provide

retailers with timely deposit information, FNS might mandate that such

information be provided within two working days.

FNS has not published performance criteria for most of the EBT

demonstrations. The Agency, however, has stated that States wishing to

develop on-line EBT systems must establish performance standards in six

general areas before receiving authorization to proceed: 1

· system processing speeds (response times),

· system reliability,

· system capacity,

· system security

· system ease of use, and

· system management information.

Program regulations could continue this approach or they could establish

specific standards. The former approach may be preferred, inasmuch as future

technological improvements could render specific standards obsolete.

Delegation of Authority

FNS will also have to establish liability under the Multiple Design

approach. Because the systems will be developed by States, it is likely that

they would be held liable for certain losses. This principle is similar to

existing liabilities under the coupon system. Individual State Agencies, in

turn, would be responsible for negotiating the liability of system developers

and operators, specifying under what conditions the State Agency or the vendor

would be liable for losses. It would probably be helpful to the States,

however, if FNS published guidelines defining an appropriate locus of respon-

sibilities, based on information learned during the EBT demonstrations.

l"Food Stamp Program On-line EBT Issuance Demonstration Projects,"

Food and Nutrition Service, U.S. Department of Agriculture, pp. 8-9.
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STANDARDIZED DESIGN APPROACH

As discussed in Chapter 2, the Standardized Design approach to EBT

system development differs from the Multiple Design approach in that FNS would

specify design requirements or otherwise restrict EBT design options. Regula-

tions for functional requirements and performance standards would be similar

to those imposed under the Multiple Design approach.

Design Requirements

FNS might impose design restrictions on State EBT systems to facili-

tate compatibility with commercial POS networks or to promote the technical

feasibility of transaction interchange between independent EBT systems. Other

reasons for specifying design standards include reducing system design and

development costs and system operating costs.

Program regulations covering system design issues could range from

general to specific. An example of a general design issue is the choice of

on-line versus off-line technologies. Program regulations could specify the

use of one or the other technologies if the evaluations of the on-line and

off-line EBT demonstrations show that one approach is clearly superior to the

other in terms of administrative costs or impacts on participants.

More specific regulations would be needed to facilitate interchange

and compatibility with commercial networks. Chapter 4 addressed the areas in

which design standardization is needed to achieve interchange. To ensure

compatibility and interchange availability, program regulations would need to

cover these areas of standardization. In most cases adherence to the ABA

guidelines for on-line, debit card operations would be sufficient, although

additional specification would be needed to ensure the availability of inter-

change for manually authorized transactions.

Delegation of Authority

Program regulations governing the delegation of authority in a

Standardized Design EBT system could be similar to those needed for a Multiple

Design approach to system development. Although acceptable design options

would be identified by FNS, it would still be the States' responsibility to

develop and implement an EBT system. In addition, FNS would likely stipulate
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that State Agencies be held liable for certain losses that might result from

system operations.

UNITARY DESIGN APPROACH

Under the Unitary Design approach, FNS selects a single design

option that must be used by all EBT sites within a given area. Regulations

would therefore stipulate the functions, performance levels and design

requirements for electronic benefit systems. States would then elect to

utilize electronic issuance, or continue under the coupon system.

Because FNS (and its vendors) will be responsible for designing and

operating the system, the regulations could conceivably contain less detail

with regards to what the system must accomplish. That is, while the regula-

tions would need to authorize the implementation of a nationwide EBT system

with national or regional processing centers, details of how the system would

operate could be left to FNS' discretion during the procurement process.

Nevertheless, the Unitary Design approach would require regulatory

language that sets forth the responsibilities of State and local food stamp

agencies. For example, FNS might establish regulations requiring participat-

ing States to provide issuance and program management data in a standardized

format. In addition, FN$ would need to delineate State or local office

operational responsibilities (e.g., sending issuance authorization files to

the national or regional vendor, issuing EBT cards and training recipients in

how to use the system, updating recipient information on the system's

database, and resolving recipient problems).

6.3 OTHER REGULATORY ISSUES FOR AN EBT SYSTEN

In addition to the regulations which govern the Food Stamp Program,

system developers will have to consider other Federal and State laws which

might further define or restrict an acceptable EBT system. State Agencies'

program Operating Guidelines will need to be updated and followed as well.

The remainder of this chapter addresses the applicability and potential impact

of the following statutes and guidelines on electronic benefit systems:

· Privacy Act of 1974,

· Computer Security Act of 1987,

· Regulation E,
· State Laws, and

· State Operating Guidelines.
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PRIVACY ACT OF 1974

The Privacy Act of 1974, as amended, governs record maintenance

procedures for both Federal Agencies and entities operating under Federal

contract. The Act stipulates that:

· disclosures of records under an agency's control are

restricted to agency employees, law enforcement

officials and other State and Federal Agencies--

exceptions can be made if written consent is provided by

the individual;

· agencies must maintan an account of the date, nature and

purpose of any disclosures;

· agencies must honor the request of individuals seeking
to review their records;

· only information that is relevant to the agency's

purpose may be maintained;

· data should, whenever possible, be obtained directly
from the individual;

· agencies must annually publish in the Federal Register a

notice of the "existence and character" of each system
of records it maintains; and,

· appropriate safeguards must be developed to insure the

security and confidentiality of records.

The provisions of the Privacy Act directly apply to any EBT system

developed for the Food Stamp Program. FNS could include in the EBT regula-

tions a series of statements identifying sensitive client information (e.g.,

remaining food stamp balance, issuance amount, program participation identi-

fiers). In addition, it might stipulate that data collected for one purpose

cannot be used for another without permission, except for routine uses.

Because food stamp agencies currently operate under these principles, it will

not require explicit regulatory language to impose these standards on EBT

systems. Under the Unitary Design approach, FNS can simply extend existing

regulations to electronic benefit systems. Under the Multiple and Standard-

ized Design approaches, food stamp regulations would have to mandate

compliance with Privacy Act provisions. For example, FNS might require that

States submit a plan for ensuring protection of sensitive recipient data.

This requirement would also apply to private vendors responsible for design

and operation of EBT systems.
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COMPUTER SECURITY ACT OF 1987

The Computer Security Act of I987 protects the integrity and

security of sensitive data contained within Federal computer systems.

Specifically, the Act mandates that Federal Agencies:

· identify existing or planned Federal computer systems
that contain sensitive data; _

· train managers and users of Federal computer systems

(including private sector users wherever applicable)

that contain sensitive information; and,

· develop standards and guidelines that control loss,
unauthorized modifications and disclosure of sensitive

information contained in Federal computer systems.

The Act also requires Federal Agencies to submit a plan for ensuring the

security and privacy of each Federal computer system that contains sensitive

data. This provision extends to private contractors that process secure

Federal information.

Any EST system developed by Federal Agencies under the Unitary

Design approach will be required to comply with the Computer Security Act.

Such compliance is not required under the Multiple and Standardized Design

approaches, because these EST systems would be operated under State authority.

In response to the Act, however, FNS has introduced regulations

which specify security procedures which would apply to EST systems developed

under the Multiple or Standardized Design approaches. These regulations

establish "minimum standard requirements for the security of non-Federal ADP

systems used by State and local governments in the administration of the Food

Stamp Program. ''2 The regulations require State Agencies to:

lsensitive data means "any information, the loss, misuse or un-
authorized access to or modification of which could adversely affect...the
privacy to which individuals are entitled under Section 552a of title 5, U.S.
Code (the Privacy Act)."

2Federal Register, Food Stamp Program; Automated Data Processing
Equipment and Services; Conditions for Federal Participation, Food and
Nutrition Service, USDA, August 8, 1988.

149



· use Federal ADP and/or private industry standards to

develop performance criteria which safeguard computer

resources and information processing activities;

· establish an ADP security program to implement plans,

policies and procedures to satisfy these performance
criteria;

· conduct periodic risk analyses to evaluate and rectify

potential security threats; and

· submit biennial ADP system review reports to FNS.

Under these regulations, States designing and operating an EBT

system (i.e., Multiple and Standardized Design approaches) are not required to

submit security standards and procedures to FNS for approval. Hence, it is

the responsibility of each State to ensure the adequacy of its security

measures. However, States do need to submit a biennial EBT system review

report which identifies and monitors corrective action procedures.

REGULATION E

The rights and liabilities of institutions and consumers who utilize

electronic funds transfer systems are set forth in the Code of Federal Regula-

tions, Title 12 (Banks and Banking), Chapter II (Federal Reserve System), Part

205 (Electronic Funds Transfer), commonly known as Regulation E. This Federal

regulation mandates that financial institutions must:

· Issue electronic funds transfer (EFT) cards only to

consumers who request them--unsolicited cards may not be
offered.

· Provide written information which details consumer

rights, responsibilities and liabilities under EFT.

Consumers must receive written notification of any
modifications to these conditions.

· Provide consumers with written, monthly statements
summarizing account activity. Receipts must also be

provided at the time of each EFT transaction.

· Provide written notice to any consumer whose account is

credited via EFT by the same payor at least once every

60 days (e.g., direct deposit of paychecks).
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· Investigate and respond to errors that occur under an

EFT system within 10 business days (or 45 days, so long

as the consumer has access to the disputed funds in the
interim).

In cases of loss or theft, consumers may be held liable for

unauthorized transfer of funds, although liability is generally limited to a

set amount (e.g., $50). Consumers may be held liable for higher amounts if

they fail to notify the financial institution within two business days after

learning of loss or theft of the card.

Because food stamp benefits are not money and food stamp agencies

are not financial institutions, the applicability of Regulation E to EBT is

unclear. The USDA Office of the General Counsel ruled that Regulation E did

not apply to the Reading demonstration. Furthermore, a recent Federal Reserve

decision maintains that Regulation E pertains only to consumer asset elec-

tronic funds transfers--transfers that move consumer funds from one account to

another. 1 If recipients' EBT accounts are viewed simply as government agency

pass-through accounts, they are not subject to Regulation E.

The Federal Reserve, however, is currently conducting a full scale

review of Regulation E. One of the issues that will be considered is whether

the electronic transfer of government benefits should be subject to the

regulation. 2 Federal Reserve staff anticipate that a decision on the

applicability of Regulation E to food stamp EBT will be announced in the

Federal Register later this year. Regardless of this decision, FNS may decide

to embrace some of the provisions contained within Regulation E, especially in

cases where an EBT system is to be integrated with a commercial POS network.

STATE LAWS

A survey of food stamp personnel in 25 States failed to identify any

existing State laws which preclude the electronic transfer of food stamp

1Federal Reserve Regulatory Service Transmittal 75 (Official Staff

Commentary) Q2-12.6.

2It is possible that electronic issuance of food stamp and public

assistance benefits will be considered separately.
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benefits. 1 The current New Mexico EBT demonstration project, however, offers

two examples of the types of State-Level regulatory issues that might be

encountered in sites that elect to implement EBT systems.

During the system design phase, New Mexico food stamp staff

determined that provisions of the State's Remote Financial Service Unit Act,

which regulates credit card and account access device transactions, might also

be applied to POS food stamp transactions. The Act does not specifically

prohibit electronic issuance of food stamp benefits. Nonetheless, State staff

were concerned that each POS terminal might legally be construed as being a

branch bank and, therefore, subject to existing banking requirements. To

circumvent this, regulatory language was adopted excluding electronic food

stamp transactions from the Remote Financial Service Unit Act. This langauge

ensures that existing requirements on financial institutions will not be

imposed upon electronic government benefit transactions.

New Mexico food stamp staff also are examining a State banking

regulation which prohibits financial institutions from operating a branch in

more than a single county. Because the deployment and maintenance of New

Mexico's POS terminals are the responsibility of a financial institution

(i.e., First National Bank of Albuquerque), there is concern that this

principle would hinder (but not prohibit) expansion of electronic funds

transfer beyond the demonstration county. Alternatively, the First National

Bank of Albuquerque could contract with a correspondent bank in each external

county that elects to utilize EBT. Under such an arrangement, the First

National Bank of Albuquerque would continue to install and operate POS

terminals in all jurisdictions. However, it would transfer ownership of each

POS device to a correspondent bank within each external county. Retailer

deposits in external counties would similarly be transferred through corres-

pondence banks. Until such arrangements are developed, food stamp recipients

will not be permitted to use their electronic benefits in adjacent counties.

New Mexico food stamp staff are in the process of determining whether

additional legislation to exclude electronic food stamp transactions from this

regulatory banking restriction will facilitate future efforts to expand EBT

beyond the demonstration county.

1Details of the survey are described in Chapter 7.
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Each of these examples is unique to New Mexico. Many States permit

banks to operate Statewide, and New Mexico is the only demonstration site that

is using a financial institution as its primary vendor. Nonetheless, it can

be assumed that, as they investigate EBT, other States may be required to

address similar legal impediments.

STATE OPERATING GUIDELINES

Program regulations require that State Food Stamp Agencies prepare

Operating Guidelines that detail planned operating procedures for al1 program

functions. Training procedures and materials also have to be prepared. The

guidelines must be approved by FNS.

The implementation of an EBT system will require that a State's

operating guidelines be updated to reflect the new procedures needed to

operate the EBT system. New procedures will be needed for card issuance,

recipient training, and administrative functions involving access to the

system's database (e.g., checking account balances or transaction histories,

establishing new accounts, and placing holds on accounts when cards are

reported as Lost or stolen). Other functions that would be covered by the

guidelines include: creating issuance authorization files, converting EBT

benefits to coupons, and receiving and using system data to generate program

reports.

In the Multiple or Standardized Design approaches, State Agencies

become involved in benefit redemption activities for the first time. If

either of these two approaches to system development is selected, therefore,

new procedures need to be written for terminal deployment and management,

retailer training, and crediting of retailer accounts during system settle-

ment, as well as other related tasks.

Once written and approved, the revised Operating Guidelines form the

basis for all EBT system operating procedures, and State, local and vendor

personnel must follow the specified procedures. After an EBT system is imple-

mented, any desired changes in operating procedures must be reflected in the

program operating guidelines.
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6.4 SUMMARY

Changes are needed to both authorizing legislative and program regu-

lations before a nationwide EBT system can be implemented. On the legislative

side, the Food Stamp Act of 1977 needs to be amended to allow benefits to take

the form of alectronically stored data as well as paper coupons. Program

regulations need to be revised to allow EBT systems to serve as alternative

benefit issuance and redemption systems.

In addition to specifying EBT systems as an alternative issuance and

redemption mechanism, program regulations could provide guidelines on the

functional requirements of such systems and their performance characteristics.

If FNS wanted to ensure that State EBT systems would be compatible with

commercial POS systems or that interchange between systems was possible, the

regulations also would need to specify some standards for system design.

Finally, the regulations would need to address issues of State delegation of

EBT responsibilities to vendors, including the locus of liability for various

forms of benefit loss.

With respect to other Federal legislation, any EBT system will have

to comply with provisions of the U.S. Privacy Act of 1974. Although EBT

system operations will require access to information about program recipients,

the systems typically do not require information that would identify specific

individuals. Thus, compliance with the Act should not be a problem.

The U.S. Computer Security Act of 1987 will pertain to an EBT system

developed under the Unitary Design approach. The Act is not applicable,

however, to EBT systems developed by State Agencies or their vendors.

Instead, these systems will need to meet recently promulgated program

regulations governing the secure operation of non-Federal ADP systems used in

the administration of the Food Stamp Program.

While the Federal Reserve Board's Regulation E does not appear to

apply to EBT systems, interpretation of the regulation is still in progress.

The possibility that implementation of EBT systems will face problems with

State laws or regulations also exists, but no major problems have been

identified at this time.
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Finally, before an EBT system is implemented, States need to update

their program Operating Guidelines to reflect the new benefit issuance and

redemption procedures they and their vendors will follow when operating the

system. The guidelines will need to be revised as changes in operating

procedures are adopted.
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Chapter Seven

STATE INTEREST IN EBT SYSTE)!S

A key factor in the implementation of a nationwide EBT system is

whether individual State Agencies are interested in EBT systems. Even if FNS

and other Federal Agencies provide a regulatory and administrative environment

that supports these systems, final implementation decisions will rest with

State officials. This chapter examines the level of State interest in EBT

systems, identifying those States in which near-term implementation is most

likely.

In conjunction with State interest, it is expected that near-term

implementation of EBT systems may be more likely in those States with existing

conTnercial POS activity. An existing commercial POS infrastructure could ease

EBT implementation by reducing terminal deployment costs and encouraging

retailer participation in an integrated POS and EBT system. Accordingly, the

first section of the chapter describes the current status of commercial POS

activity by State, and the potential for growth of commercial POS networks.

Section 7.2 discusses the findings of interviews conducted with State

officials about EBT systems. The advantages and disadvantages of EBT systems,

as described by State Agency officials, are discussed. Section 7.3 identifies

States with active interest in EBT systems, and assesses the correlation

between State interest in EBT systems and commercial POS development. Section

7.4 discusses EBT system design characteristics envisioned by State Agency

officials, and their views on a national EBT system. Section 7.5 provides a

chapter summary.

7.1 TIlE CURRENT STATUS OF _CIAL POS DEVELOPMENT

In a nationwide EBT system, POS terminals will be needed in a large

number of retail food stores across the country. The existence of commercial

POS networks raises the possibility of linking (or "piggy-backing"} EBT

systems with commercial networks. Integration with a commercial network

offers several advantages to an EBT system, primarily cost savings from shared

POS terminals, and may make recruitment of food retailers for the £BT system

easier. In this section we examine the current status of the market for

commercial POS, the potential for expansion of commercial networks, and the

implications of commercial POS development for EBT systems.
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Currently in a number of cities, consumers can use a retailer's

proprietary debit card or a bank (ATM) debit card to pay at the point-of-sale

for purchases in grocery stores, convenience stores, gas stations, fast food

restaurants and other retail establishments. The transaction may be debited

immediately from the customer's bank account (on-line POS), or it may be

cleared off-line through the Federal Reserve's Automated Clearing House

network (ACH-POS). In an ACH-POS system, each POS transaction is checked

against a file that typically indicates purchase amount limits or a limit on

the number of purchases in a day, instead of checking against the customer's

actual balance. Currently, about 80 percent of POS debit transactions are on-

line, while the remainder are ACH-POS.

While the growth in the number of commercial POS debit terminals has

been steady over the past five years, the total number of debit terminals

deployed is still fairly small. A total of about 51,000 debit terminals were

deployed in gas stations and in retail food, convenience and specialty stores

by December 1989. 1 About 20,000 of these terminals were located in retail

food and convenience stores. Consumer acceptance of POS debit as a payment

means does appear to be increasing, however, as evidenced by a 30-percent

increase in the number of POS debit transactions in 1989. Average monthly

debit transaction volumes increased from 8.4 million in 1988 to 11.0 million

transactions in 1989. 2

While the number of debit terminals and the volume of POS transac-

tions have been growing, commercial POS networks are still concentrated in

only a small number of States, primarily California, Florida, Arizona, Iowa,

and Texas. Even in these States, however, network coverage is not statewide,

but tends to be in urban areas. In addition, some of the large commercial POS

networks have terminals primarily in gas stations or specialty stores. While

1Data on the number of debit terminals are based on the "Semi-Annual

Survey of Debit Terminals," POS News, vol. 6 no. 7, January 1990. Another

source estimates a higher number of debit terminals, about 70,000, as of early

1989. ("POS Monitor," EFT Today, March 1989.) This figure may include debit-
capable terminals that are not currently used for debit transactions, e.g., no

debit cards have been issued. We use the number presented in the text to

represent the active debit market.

2pos News, vol. 6, no. 7, January 1990. A breakdown of the number

of transactions by type of merchant was not provided.
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expansion of some of these networks to retail food stores is possible, the

potential for near-term linkage with a Food SCamp EBT system seems more likely

with networks that deploy terminals in retail food stores.

The retail food stores in which commercial debit terminals are

currently deployed tend to be large supermarket chains. For example, Lucky

and Alpha Beta Supermarkets in California and Publix Supermarkets in Florida

have deployed debit terminals linked to commercial POS networks in many of

their stores. Other supermarket chains have started their own ACH-POS

systems, including Von's Grocery of California and Anmrraca Supermarkets in

Pennsylvania. Competitors' behavior appears to be an important influence on

the decision by a retail food chain to deploy POS terminals. Deployment of

terminals has been spreading among supermarket chains in California and

Florida, for example. Another example is the St. Louis, Missouri area. While

commercial debit networks are not well-established in this area, several large

chains, including National Food Stores, Dierbergs and Schnucks, were

conducting or considering pilot debit projects in 1989.

In Exhibit 7-1, the 50 States are classified into three categories

of commercial POS development in food retailing. 1 States classified as having

"maturing" commercial POS networks had over 400 debit terminals deployed in

supermarkets and convenience stores by mid-1989. States with "emerging"

commercial POS networks had between 10 and 300 debit terminals deployed in

food retailing at that time. In most of the States characterized as having

maturing or emerging commercial networks in food retailing, an additional 50

or more debit terminals were deployed in gas stations and specialty stores.

Eight States are classified as having nulturing commercial POS

networks. Most of these States have debit terminals deployed by more than one

commercial POS network. Most of the commercial networks have terminals

deployed in other types of stores as well as supermarkets and convenience

stores.

1The number of terminals in a State is based on data on the number

of terminals for each commercial POS network. Because some networks have

terminals in more than one State, the breakdown of the number of terminals by

State is approximate.
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Exhibit 7-1

ErrENT OF COMM]_.RCIALPOS DEBIT IN FOOD RETAILING

States with "maturing" conmaercial POS networks in food retailing:

Arizona

California

Florida

Iowa

New York

Ohio

Oregon
Texas

States with "emerging" conmaerciaL POS networks in food retailing:

Alaska

Georgia
Indiana

Maine
Minnesota

Missouri

Pennsylvania
Nevada

Tennessee

Washington
Wisconsin

Note: States classified as having "maturing" commercial POS networks had

over 400 debit terminals deployed in supermarkets and convenience

stores by mid-1989. States with "emerging" commercial networks had

between 10 and 300 debit terminals deployed in supermarkets and
convenience stores.

Source: Based on network data from POS News, June 1989. Terminal data are

presented only by network, so the breakdown of the number of

terminals by State is approximate.
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States classified as having emerging commercial POS networks are

characterized by commercial POS terminals deployed in food stores on a smaller

scale. As shown in Exhibit 7-i, eleven States are classified as having

emerging commercial POS networks. Several of these States, for example

Georgia, Pennsylvania, and Tennessee, have 200 or fewer commercial terminals

in food and convenience stores and, yet, each has a fairly extensive POS

network in other types of stores. Expansion of commercial POS into food

retailing is possible in these States in the near term.

The remaining States have Little or no commercial POS activity in

food retailing; In a number of these States, however; there are POS terminals

deployed in gas stations or other non-food stores. In addition, in several of

these States, including Maryland and Nebraska, small-scale pilot projects

using debit cards have been conducted in food retail stores. Nonetheless,

widespread deployment of commercial debit terminals in food retailing is

probably less Likely in these States in the near term than in those with

existing commercial POS networks.

Commercial POS networks are expected to continue to increase the

number of terminals deployed in food retail and other types of stores. One

estimate projects that 73,000 debit terminals will be deployed by the end of

1990--a 43-percent increase over 1989. However, projections of the number of

terminals to be deployed should be viewed with caution. Past projections of

the number of terminals to be deployed in the commercial POS industry have

consistently overestimated the pace of growth. For example, from 1984 to

1985, the number of debit terminals increased by nearly ten-fold, yet the

number of terminals in 1985 was still only about two-fifths of the projected

Level.

Exhibit 7-2 presents projected and actual numbers of commercial POS

debit terminals in recent years. In each year shown except 1989, expectations

have exceeded the actual number of terminals deployed by at least 35 percent.

In addition, overestimation of the projected number of terminals has been

typical of most of the commercial networks, indicating that unmet expectations

have occurred across the industry. Nonetheless, Exhibit 7-2 also shows that

while actual terminal deployments have been increasing steadily, expectations

of growth have been scaled back recently compared with expectations in 1987.
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Exhibit 7-2

PROJECTED AND ACTUAL NUMBER OF COMMERCIAL POS TERMINALS

Number of Debit Terminals

70,000

60,000

50,000 '

40,000

30,000

20,000

10,000
i

1985 1986 1987 1988 1989
Year

End of Numberof Debit Terminals

Year _ Actual

1985 25,000 10,000
1986 37,000 27,421
1987 64,680 41,116
1988 59,469 44,028
1989 62,802 51,054

= actual number of terminals

= projected number of terminals (projection made in December
of the previous year)

Source: ?_.(_.._e_Y_, various years.
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The discrepancy between actual and expected growth in the commercial

POS sector has been blamed on a number of factors. Initial growth (four or

five years ago) may have been slowed by high terminal costs, a lack of

standards, technical problems with hardware and software, and uncertainty over

Federal regulations. Some of these difficulties have been eliminated or

reduced in recent years. For example, terminal costs have decreased, and

standards of banking and other groups now generally include EFT and POS. Many

of the issues over Federal regulations (such as Regulation E) have also been

settled.

Nonetheless, con_nercial POS growth still continues at a pace that is

slower than expected. Pricing disputes--who should pay for terminal and

transaction costs--are often cited as a major factor impeding the growth of

commercial POS networks. 1 The problem arises in part from the involvement of

three different groups--bankers, retailers, and consumers--with different

perceptions of the costs and benefits of POS. Merchants have generally been

reluctant to deploy POS terminals because of the high initial investment,

uncertainty over bank fees, and a perceived lack of consumer demand. Most

banks also have not been pushing POS, perhaps because of the lack of a clear

marketing and pricing strategy. Consumers do not appear to be demanding debit

cards, perhaps due to lack of information and little incentive to switch from

current payment mechanisms.

Despite these problems, growth of co_znercial POS networks is likely

to continue at a steady (if unexplosive) rate. Evidence from pilot projects

and from successful networks in a few States suggests that consumers will use

debit cards to replace a portion of check, cash, and credit transactions. The

growth of consumer use of debit cards will depend, however, on the pricing of

debit cards and POS transactions, and on the availability of POS terminals.

Pricing continues to be an unresolved issue: POS debit fees currently are

1Some recent articles that discuss reasons for slower-than-expected

growth in commercial POS debit include: Saul Hansell, "The debit-card
dileelua," Institutional Investor, March 1989; Stephan P. White, "POS Direct

Debit: Why Isn't the Revolution Underway?" American Banker, February 15,
1989; and "Banks and Retailers Split Over Flat Debit Fees," POS News, October
1988.
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less than ATM fees, though some networks are beginning to increase POS fees
1

while others continue to subsidize POS debit to encourage its use.

In food retailing, the growth of commercial POS is also likely to be

slow but steady. Food retailers generally operate with a small profit margin,

so they will require that POS be proven cost-effective. In addition, food

retailers are likely to prefer a system that has been shown to speed up

checkout transactions and is easy for clerks to use. Based on past activity,

the expansion of cormercial POS in food retailing in the next few years is

likely to occur mostly in the Larger retail stores and chains.

The implementation of EBT systems is likely to aid the expansion of

commercial POS networks. An EBT system would increase the visibility of POS

and debit cards as a payment mechanism, and may provide the impetus to

retailers to offer commercial POS in addition to the EBT system. On the other

side, the presence of a commercial POS network is likely to make implementa-

tion of an EBT system easier and less costly, because of shared terminal costs

and possibly greater retailer participation.

While the expansion of commercial POS networks may reduce costs and

make implementation of EBT systems feasible, linking an EBT system with

commercial POS networks presents several issues to be addressed. First, the

terminals, cards and transaction messages must be compatible in order for an

EBT system to link with a commercial network. Second, retailers and commer-

cial networks may have different priorities than developers of EBT systems.

For example, checkout speed and system reliability may be of top concern to

retailers, while EBT system developers also need to consider the system's ease

of use and vulnerability to fraud. Design differences, such as the use of on-

line authorization versus batch processing, may also create potential

incompatibilities.

As discussed in the next section, most States considering EBT

systems envision a system linked with a commercial POS network. However, the

potential for linking an EBT system with a well-established commercial POS

network currently exists in only a few States. While growth of commercial POS

networks will continue, it seems unlikely that widespread use of commercial

1Bank Network News, vol. 7, no. 18, February 9, 1989.
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debit cards in food retailing will occur in more than a few States in the next

two to three years. More likety, implementation of State EBT systems and

expansion of commercial networks may occur simultaneously in some areas, and

State implementation of EBT systems may encourage expansion of commercial POS

networks elsewhere.

7.2 REASONS FOR STATE INTEREST IN EBT SYSTI_

In order to learn more about the level of interest in EBT systems

for the Food Stamp Program in different States, two rounds of interviews were

conducted in the Spring of 1989. First, all seven Regional Food Stamp Program

offices were contacted to find out which States in their regions had expressed

interest in EBT systems. Based on these interviews, 25 States were selected

for a second round of telephone interviews. The States were selected to

include most of the States thought to be interested in EBT at that time. In

addition, a few States not interested in EBT were contacted to provide some

insight into their concerns about EBT.

The State Agency respondents in the second round of interviews were

selected based on their knowledge and familiarity with EBT-related issues

within the State. Their professional positions included State Food Stamp or

Income Maintenance Directors or Administrators, State EBT project coordi-

nators, and computer analysts assigned to EBT-related functions.

In addition to asking about general interest in EBT systems, the

State Agency officials were questioned about a number of issues related to EBT

system development and implementation. Interview topics included the feasibi-

lity of implementing an EBT system in the State and what steps, if any, were

being taken towards the planning and implementation of an EBT system.

Respondents were also asked their opinions about the benefits and possible

problems of EBT systems and the obstacles to implementing EBT systems in their

States.

PERCEIVED BENEFITS OF EBT SYSTEMS

Most of the State Agency officials expressed support for EBT systems

in general, and provided a variety of explanations for their interest in

EBT. Respondents generally believed that EBT systems would enhance the public

image of the Food Stamp Program. Many respondents described EBT systems as
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the "state of the art" means of benefit issuance and the "wave of the future"

for the Food Stamp Program. One official indicated that the "high tech image"

of EBT systems would serve to improve public perceptions of the program simply

by enhancing the program's perceived efficiency and "moderness." Respondents

indicated that public perceptions of the Food Stamp Program also would be

enhanced to the extent that EBT systems would improve service to recipients,

facilitate redemption and reconciliation with banks and retailers, and--in the

long run--hopefully reduce overall program costs. To the extent that EBT

systems would also eliminate existing problem areas in the Food Stamp Program,

such as fraudulent and illegal uses of food stamp coupons, respondents also

predicted that EBT systems would enhance the public image of the program.

State officials thought that EBT systems would significantly improve

recipient access to food stamp and other program benefits (if the EBT system

were integrated with multiple programs). Many of the problems associated with

delays and losses in food stamp coupon distribution would be eliminated, and

EBT systems would provide more secure benefits for recipients. For example, a

lost or stolen EBT card can be replaced and the recipient's benefits shifted

to a new account to prevent the theft of benefits. Respondents also indicated

that EBT systems would help to "mainstream" recipients and serve to reduce or

eliminate the stigma associated with food stamp coupons.

Respondents frequently thought that EBT systems would provide a

number of benefits associated with the basic management and administration of

the Food Stamp Program at both the State and local level. They noted that

many problems associated with the current coupon system would be eliminated,

such as storage and security for the coupons; postage costs for mail delivery;

loss and theft of food stamp coupons from the mail and from recipients; and

contracting with issuance agents. State officials also observed that EBT

systems would help to ensure that program benefits were used by recipients as

intended under the program. By reducing or eliminating the potential for

fraudulent or inappropriate use of program benefits, EBT systems would improve

both the integrity and security of program benefits.

State Agency officials also thought that EBT systems would offer

benefits to food retailers and banks. They generally believed that EBT

systems' electronic redemption procedures w



redemption, and reconciliation. In addition, retailers would no longer have

to provide cash change for food stamp purchases.

Most State Agency officials expressed a h£gh degree of faith in EBT

systems, observing that while EST systems may prove to be less cost-efficient

to operate in the short term, advances in EBT systems and related technologies

would eventually reduce system operating costs to the point where EBT systems

would be more cost-efficient to operate than current systems. Respondents

frequently predicted that EST systems would be "more straightforward to

administer" and "far less complicated to operate" than ATP/coupon systems.

EBT systems, these respondents observed, may prove to be superior to current

systems due to their higher overall operating efficiency, their lower staffing

and paperflow requirements, and their more centralized, less-complicated

designs.

OBSTACLES TO STATE IMPLEMENTATION OF EBT SYSTEMS

While many of the State Agency officials were supportive of EBT

systems in general, they identified a number of obstacles to implementation of

EBT systems in the near term in their States. Resource constraints frequently

were cited as the largest obstacle to implementation of EST systems. Both

lack of funding at the State and Federal levels, and lack of appropriate

personnel (having the necessary technical or managerial skills) were viewed as

the major obstacles to EST system development. Officials cited lack of

funding to cover both the high startup costs of EST systems and the poten-

tially high operating costs of EBT systems. Especially in States with

relatively cost-efficient current issuance systems, respondents did not

believe they could promote EBT system development until EBT systems are shown

to be cost-effective.

Lack of interest within their agencies or from other agencies in the

State was frequently reported as an obstacle to EBT system development. State

Agencies may not be in the position to move towards EST systems because of

other priorities, including other demonstrations or computer enhancements. In

addition, many State officials reported that while their agencies would

consider multiprogram EBT systems, because other departments or agencies

within the State are not currently interested in pursuing EST systems, or

because of problems involving poor coordination among administrative depart-

ments, they are unable to pursue EBT systems at present.
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State Agency officials from predominantly rural States cited several

obstacles to implementation of EBT systems due to the nature of their States.

They frequently cited the high costs associated with installing POS terminals

in remote rural areas as the most significant obstacle toward EBT system

development and impiementaticn. Higher implementation costs may result from

the lack of adequate telecommunications networks and the large number of food

retailers (including roadside vendors and other small-scale retailers) without

existing telephone capability. In addition, the large number of small "mom

and pop" retailers requiring POS terminals (or an alternative backup system)

could increase implementation costs. Officials from States with large rural

sectors frequently reported that a lack of client and retailer "technological

sophistication" potentially represents a significant obstacle to the implemen-

tation of EBT systems. They anticipated such problems as the inability or

unwillingness of retailers to change from the paper coupon system to the more

technologically complex EBT system, and recipient difficulties in using POS

and ATM terminals.

State officials also thought that local banks and local food

retailers could present obstacles to EBT system implementation. Local banks

were occasionally cited by respondents as opposing EBT system development

because these banks might be at a competitive disadvantage with the EBT system

vendor or with other local banks that could profit from the implementation of

EBT systems. Officials also occasionally cited opposition to EBT systems from

commercial interests, such as check-cashing agents, credit institutions,

issuance agents, and other interests holding a stake in the current food stamp

coupon system. Because such conl_ercial interests may currently hold

profitable contracts with food stamp agencies to deliver services under the

present food stamp coupon system, these firms may oppose the movement toward

alternative issuance systems for the Food Stamp Program. Similarily, State

Agency officials thought that some food retailers might object to EBT system

implementation. Potential retailer concerns cited include the possibility of

shifts in shopping patterns due to EBT, training costs, system reliability,

and whether retail outlets would receive sufficient numbers of POS terminals.

Officials also expressed concerns over potential negative effects of

EBT systems on food stamp recipients. While most respondents indicated that

they believed EBT systems would generally improve client services, many
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expressed concern about certain potential problem areas. Officials were

concerned about the quality and availability of recipient training, and that

some recipients would have difficulty using EBT cards or terminals, or would

have trouble keeping their PINs secure and avoiding loss or damage to their

EBT cards. Officials also worry that, in an EBT system, recipients' shopping

patterns would be restricted or changed, either because not enough stores

participate or because of an insufficient number of POS terminals. Finally,

many respondents noted that elderly, disabled, or non-English speaking

recipients might have more difficulty using an EBT system than other

households, and that the needs of these groups must be addressed. Potential

opposition to EBT systems from client advocacy groups was also cited by some

respondents as a possible obstacle to EBT system implementation.

Nearly every respondent identified potential problems relating to

the reliability and security of EBT systems as among their most serious

concerns with EBT systems. State Agency officials noted that technical

training and quality of system operations and maintenance staff are important

to system performance and integrity. Respondents frequently reported concern

that the possibility of glitches or flaws in EBT systems could affect the

accuracy of client benefit and case data, program reporting statistics, and

other critical stores of program information. The need to prevent access by

unauthorized individuals to system databases to prevent interference with, or

exploitation of, client benefit information or other sensitive program data

was emphasized frequently.

Respondents frequently reported concerns about management issues

involving EBT systems. Many State officials observed that while EBT systems

would probably serve to ultimately reduce the level of agency staff time

required to carry out benefit issuance and other related functions, increased

staff time would probably be required during the initial implementation phase

for EBT systems. Many officials also indicated concerns regarding the

managerial burden of maintaining large-scale vendor contracts, as many of the

ongoing functions carried out under the current Food Stamp Program would be

contracted out to an independent EBT vendor. Concern was also reported

regarding potential policy-related and managerial problems with operating

multiprogram EBT systems. Respondents frequently indicated that interagency

coordination and management of EBT systems, at both the State and local
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_evels, could prove to be problematic. Such problems would arise from both a

lack of existing interagency coordination, and from the existence of

interagency bureaucratic competition. Several officials also indicated that

multiprogram EBT systems would require difficult adjustments in the States'

current accounting procedures.

SUMMARY

Even though the State Agency officials identified a number of

obstacles and concerns about EBT, overall they were very positive about the

concept of an EBT system. In fact, most seem interested in eventually

implementing EBT systems ih their States. The State officials believed that

EBT would be very beneficial to recipients, food retailers, and banks, and

would improve administration of the program. Increases in Federal and State

funding, decreases in EBT operating and development costs, and growth of

commercial POS networks would all increase the number of States willing and

able to implement EBT systems.

7.3 CU_ PROSPECTS FOR EBT DEPLOYI_

As discussed in Section 7.1, the existence of a commercial network

in a State creates the potential for linkage with an EBT system; however, this

potential linkage alone is not sufficient to suggest that near-term implemen-

tation of an EBT system is likely in that State. Implementation of an EBT

system in a particular State depends to a large degree on the willingness of

the State Agency to take the initiative. Those States that are interested in

EBT and have some commercial POS already in place could be viewed as having

the most promising conditions for near-term implementation of EBT systems.

While most of the State Agency officials interviewed expressed

interest in EBT systems, m_any are not currently planning EBT systems because

of the obstacles and concerns discussed above. A number of States, however,

are currently moving towards implementation of EBT systems. We define a State
o

as having an "active interest" in EBT if, at a minimum, it has begun the

process of submitting a waiver request for an EBT demonstration. Activities

such as issuing a request-for-information or a request-for-proposals, setting

up an EBT project team, or informing FNS of the State's intent to begin the

EBT planning process are considered to be evidence that a State is actively

interested in EBT.
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As shown in Exhibit 7-3, 17 States currently appear to be actively

interested in implementing EBT systems in the relatively near future. Within

this group, however, there is a considerable range of progress towards

implementing EBT systems. The group includes the States currently imple-

menting EBT demonstrations as well as States that have submitted proposals for

waiver requests to FNS. A few States in the group are less far along in the

process, but they have expressed interest in EBT and appear to be moving ahead

in the planning process. For example, a few States in this group have issued

requests-for-information while others have notified FNS of their intent to

begin planning to submit a waiver request for an EBT system.

It is important to note that the group of States that is interested

in EBT is likely to continue to change over time. /_ae list of active States

may be incomplete, as other States may have become interested in EBT and may

have begun the planning process since our interviews. Some of the States not

currently actively interested in a Food Stamp EBT system are planning on-line

issuance systems or EBT systems for other assistance programs. A few of the

States excluded from the active list have investigated or even proposed EBT

systems in the past, but they do not appear to be planning such systems

currently. Some of these States could decide to pursue an EBT system if

circumstances change.

On the other hand, some States in the actively interested group may

lose interest in EBT, if, for example, there is a change in State administra-

tion or funding is inadequate. While the list of States that is actively

interested in EBT will continue to change, this group provides a base from

which to examine the States that appear to have promising conditions that

support near-term implementation of EBT systems.

The States with conditions that support near-term deployment of an

EBT system are identified in Exhibit 7-4, which shows the correlation between

the existence of commercial POS networks and the States actively interested in

EBT. States in which commercial POS networks are more widespread might be

more likely to develop an EBT system in the near term, because of the possi-

bility of cost savings and easier retailer recruitment and implementation. As

the exhibit shows, however, there is not a close correspondence between the

States that are actively interested in EBT and those with the most extensive

commercial POS networks. Only three of the 17 actively interested States are
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Exhibit 7-3

STATES WITH ACTIVE INTEREST IN EBT

Re_ion States

NORTHEAST Maine

New Hampshire
Vermont

MIDATLANTIC Marytand

New Jersey

Pennsylvania

SOUTHEAST Georgia

Mississippi
South Carolina

MIDWEST Minnesota

SOUTHWEST New Mexico

Oklahoma

Texas

MOUNTAIN PLAINS Colorado

Iowa

WESTERN California

Washington

Note: Identification of States with an "active interest" in EBT is based on

interviews with State officials in the Spring of 1989.
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Exhibit 7-4

CORRELATION BETWEEN COMMERCIAL POS ACTIVITY

AND STATE INTEREST IN EBT

Extent of commercial POS in States with active

food retailing interest in EBT

"Maturing" networks California
Iowa

*Texas

"Emerging" networks Georgia
Maine

Minnesota

Pennsylvania

Washington

Little or no conm_ercial POS in Colorado

food retailing Maryland
Mississippi

New Hampshire
New Mexico

New Jersey
Oklahoma
South Carolina
Vermont
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characterized as having "maturing" commercial POS networks. Another five

States that are actively interested in EBT systems have emerging commercial

POS networks. In these States, the networks cover only some of the State's

urban areas and had fewer than 300 debit terminals deployed (as of June

1989). More than half of the States that are actively interested in EBT had

little or no commercial POS in food retailing in 1989.

Based on the exhibit, the current extent of commercial POS activity

does not appear to be a major factor in determining the current level of

interest in EBT within State Agencies. The role of commercial POS development

in affecting the likelihood of State interest in EBT is less important than

expected, in part, because commercial POS networks have not yet achieved

widesprea_ deployment of terminals in many areas. Nonetheless, most of the

State Agency officials interviewed assumed that State EBT systems would be

linked with commercial POS networks, regardless of the current extent of

commercial POS networks in their States. Given the slower-than-expected

growth in commercial POS networks, EBT system deployment may spur commercial

POS growth, instead of commercial networks providing the impetus to EBT

systems.

The level of interest in EBT systems in the State Agency is likely

to be the most important determinant of the potential for EBT deployment in a

State in the near term. The lack of commercial POS networks in nine of the

States actively interested in EBT is not viewed by the States as a major

obstacle to EBT implementation. They assume that commercial POS networks are

expanding, or that EBT may spur commercial POS growth. In New Mexico, for

example, the EBT demonstration vendor is marketing commercial POS debit to

retailers who participate in the EBT system.

Other potential indicators of State "readiness" for EBT were

considered in determining the States with promising conditions for near-term

development of EBT. For example, information on State computer systems and

the level of automation of the Food Stamp Program were investigated. Nearly

all States, however, have the minimum data processing capabilities needed to

create an automated file of food stamp participants and their benefit

amounts. Thus, computer capability does not appear to be a major factor

inhibiting near-term implementation of EBT systems. Factors such as high

issuance costs or high levels of issuance losses in a State's current system
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also might be important influences on a State's decision to consider EBT

systems. No clear pattern emerges, however, when comparing State's interest

in EBT with the level of issuance costs or losses in their current systems. 1

No strong regional pattern of interest in EBT is apparent either, though the

Northeast, Mid-Atlantic, and Southeast Regions appear to have more States

actively interested in EBT than the other Regions. Overall, factors such as a

State's computer capability, issuance costs or loss rates, and regional

factors do not appear to have much influence on the States' current level of

interest in EBT systems or on States' readiness to implement EBT systems in

the near term.

7.4 STATE AGENCY VIEWS ON A NATIONAL EBT SYSTEM

As part of the interviews conducted for the analysis of State

interest in EBT systems, State Agency officials were asked about the main

design features they would likely incorporate in EBT systems in their States,

and about their views on a national EBT system. Most of the State Agency

officials who were interviewed preferred EBT systems with fairly similar

features. Respondents expressed interest in ultimately developing multi-

program EBT systems, including (along with the Food Stamp Program) assistance

programs such as AFDC, Medicaid, Child Support Enforcement, Unemployment

Insurance, Federal Training Allowances, and other programs based on need.

Most respondents envisioned an EBT system combining use of POS terminals at

retailer outlets with ATMs for access to cash assistance benefits. Respond-

ents also indicated that, whenever possible, they would prefer to integrate

with existing commercial POS networks. In addition, some respondents

indicated that while they would contract with vendors to provide specialized

EBT system services, the State Agency would remain in control of eligibility

determination and benefit authorization. Others envisioned that an EBT system

primarily would be run by the State.

Several respondents indicated that they would consider off-line EBT

systems, or a combination of on-line and off-line systems, especially for use

llssuance cost and loss data were obtained from the "State Tables of

Activity Ranking, Plus," Food Stamp Program, Food and Nutrition Service, April
1988.
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in rural areas. Respondents reported that commercial vendors for off-line

systems are actively promoting the use of off-line, "smart card" type systems

as a means of avoiding problems with on-line systems in rural areas (e.g.,

telecommunications barriers and on-line terminal transaction costs.)

In response to interview questions concerning the possibility of a

national (i.e., Unitary Design) EBT system, officials indicated a range of

views regarding the potential implications of such a system. Most respondents

indicated a high degree of uncertainty regarding the impacts such a system

might have on their States. On the whole, State officials indicated that they

would need to learn considerably more about such a proposed system (especially

insofar as such a system would affect their own States) before providing a

definitive opinion on the merits of such a concept. In addition, respondents

interpreted the role of the States and FNS in a national EBT system quite

differently. Some officials thought that food retailer management would be

done at the Federal level and were very concerned about the effectiveness of

support for small-scale grocery stores in such a system. This difference in

interpretation of how a national EBT system would work may explain some of the

differences in responses.

Some respondents indicated that they could be enthusiastic about the

concept of a single, unified, nationally-operated EBT system. These officials

indicated that they believe a national EBT system would ultimately prove to be

the most streamlined and cost-effective system design available. These

respondents observed that the Food Stamp Program is, after all, a national

program, and that a national system should be technically feasible.

Many respondents, however, expressed a number of concerns about the

potential complications a national EBT system might create. These respondents

expressed considerable skepticism regarding the capacity of such a system to

process data in a consistently accurate fashion, given the magnitude of the

system's central database (or regional databases), and the possibility of

relatively minor data errors leading to very large complications. Finally,

respondents also expressed concern over issues involving the authority of

State Agencies to fully oversee State program operations, and the need for

flexibility to meet the needs of different States. Respondents indicated that

any national EBT system should allow for the administration of multiprogram

EBT systems to allow States to reduce transaction costs and to streamline

administration of assistance programs.
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Although it is clear that States generally support the basic move-

ment toward EBT systems, State officials indicated that their main focus is

currently at the State level rather than at the regional or national level.

Respondents frequently indicated a preference for a decentralized approach

toward the development of EBT systems, providing States with maximum flexi-

bility to design systems to meet the needs of the individual States.

Respondents expressed considerable concern that in a national EBT system, FNS

might overlook the particular efforts, peculiarities, or needs of individual

States. Most respondents indicated that they preferred maximum Federal

assistance in moving toward EBT systems combined with maximum flexibility to

design and operate such systems.

7.5 SUMMARY

The number of debit terminals deployed by commercial POS networks in

supermarkets and convenience stores has grown to over 20,000. Yet, despite

steady growth, commercial POS activity remains concentrated in only a few

States. While commercial POS networks will continue to expand, it seems

unlikely that widespread use of commercial debit cards in food retailing will

occur in more than a few States in the next couple of years.

The deployment of commercial debit terminals in a State does not

appear to be a major influence on the level of interes t in EBT among State

officials, in part because of the limited coverage of commercial POS networks

to date. Of the 17 States that appear actively interested in EBT, more than

half have little or no commercial POS activity in food retailing in the

State. Over the next few years, implementation of State EBT systems and

expansion of commercial POS networks may occur simultaneously in some areas,

and State implementation of EBT systems may stimulate the growth of commercial

networks.

While most of the State Agency officials who were interviewed

expressed support for the concept of an EBT system, they identified a number

of obstacles and concerns impeding them from pursuing ZBT systems at the

current time. Funding and personnel constraints, lack of interest and

coordination among other Agencies within the State, and concerns about impacts

on food stamp recipients were frequently cited as obstacles to ZBT development

in the near term.
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Host State officials seem interested in eventually implementing EBT

systems in their States, despite being aware of both the costs and benefits of

EBT systems. Officials see EBT systems as the "wave of the future" and

potentially very beneficial to the public images of their programs and to

recipients, food retailers, and banks. More States are likely to adopt EBT

systems as they are shown to be feasible to administer and cost-efficient to

operate.

The interviews with State officials suggest that a number of States

will pursue EBT initiatives and are likely to implement EBT systems without

further impetus from FNS (assuming no unforeseen problems, such as large

increases in EBT costs). A number of States, perhaps as many as 17, may be

ready to implement EBT systems within about three years. On the other hand,

it also appears that some States are unlikely to implement EBT systems on

their own without increased support from the Federal government. A number of

States are interested in EBT systems, but cannot move in that direction until

funding increases, personnel constraints ease , or other obstacles are removed.
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Chapter Eight

ECONOMIC FEASIBILITY

An EBT system offers many potential advantages co the Food Stamp

Program. The technology enables better administrative control over :he

issuance and redemption of benefits, potentially reducing administrative error.

and benefit loss and diversion. It also facilitates the integration of

services across multiple assistance program. In addition, by making use of a

payment system which can be integra:ed with existing commercial systems, an

EBT system can reduce the stigma often associated with program participation.

Finally, an EBT system's elimination of paper food stamp coupons and associ-

ated paperwork can reduce the costs which recipients, retailers and financial

institutions incur to participate in the Food Stamp Program.

Offsetting these advantages is the estimated cost of implementing

and operating a nationwide EBT system. As presented in this chapter, these

costs are relatively high. Thus, when assessing the overall feasibility of a

nationwide EBT system, program officials will need to weigh these costs

against the tangible and intangible benefits of an EBT system.

8.1 oRSEARCH METHOD AND HIG"dLIGIII_

Before presenting the details and results of the cost analysis, our

overall approach to estimating system costs should be noted. Federal and

State Agencies will cake a very cost conscious attitude toward the design,

development, implementation and operation of a nationwide EBT system. Where

design choices can lead to savings without reducing system integrity or

program accountability, these cost-reducing options will almost certainly be

adopted. The cost analyses also consider the benefits of an EBT system which

will accrue to retailers, financial institutions, and operators of POS and ATM

networks. To achieve these benefits and maximize the economic feasibility of

a nationwide EBT system, these private sector participants will have to

acknowledge such benefits and be prepared to negotiate with Federal and State

authorities.

In estimating the costs of a nationwide EST system, we have made

several assumptions about the design of the system. These assumptions are

discussed below. The section then explains how system development,
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implementation and operating costs are estimated. The section concludes with

a summary of the results of the analysis.

SYSTEM DESIGN

In keeping with the focus of this report, this chapter estimates the

costs of implementing and operating a nationwide, on-line EBT system. Until

the off-line EBT demonstration is completed, little empirical data exist for

estimating the costs of an off-line system.

For purposes of cost estimation, we also assume that a nationwide

EBT system would include both the Food Stamp Program and the AFDC program. If

other cash assistance programs were added to the system, total development and

operating costs would increase, but per-case-month costs should decrease.

Because AFDC is the largest cash assistance program, however, its inclusion

should indicate the major cost effects of adding cash assistance to a nation-

wide EBT system.

We also assume that a nationwide EBT system will be integrated as

much as possible with commercial ATM and POS networks. Such integration will

reduce software development costs. It also makes use of existing ATMs and POS

debit card terminals and chose likely co be deployed in the near future, as

well as the telecommunications infrastructure supporting those devices. In

addition, integration allows system vendors to maximize transaction processing

efficiencies by building on existing transaction volumes.

Finally, separate cost estimates are provided for three different

approaches to system development: a "State-Initiated" approach and the

regional and centralized versions of the Unitary Design approach. The State-

Initiated approach includes both the Multiple and Standardized Design

approaches described throughout the report. A single cost estimate is

provided because we believe that development and operating costs of systems

developed under the two approaches will be similar. In those few places where

costs might differ, the chapter notes the direction and approximate magnitude

of the cost difference.
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COST ESTIMATION

Wherever possible, our approach to estimating system development,

implementation and operating costs is to identify individual tasks which must

be performed by FNS, the Family Support Administration (FSA) of the Department

of Health and Human Services, State Agencies, local welfare offices, and

system vendors. Once the tasks are identified, the costs of resources

required to complete each task are estimated. These resources typically

include labor, hardware, telecom_nunications support, and other material costs

(e.g., card stock for EBT cards and training videos). Individual resource

costs are then aggregated to obtain estimates of the total costs to develop,

implement, and operate a nationwide EBT system.

In keeping with the above resource-inventory approach to cost esti-

mation, the chapter refers to costs directly incurred by system participants,

(i.e., FNS, State Agencies, local welfare offices, and vendors). This does

not recognize that Federal Agencies would pay a portion of the States' admini-

strative costs of developing and operating an EBT system. After the total

costs of system development and operations are estimated, therefore, the

chapter presents the relative shares of total system costs for which FNS, FSA

and State Agencies would be responsible.

Hardware costs represent a substantial portion of the total costs of

an EBT system. Although this hardware needs to be purchased before a system

begins operating, we amortize all hardware costs over the estimated useful

life of the equipment, treating these costs as operating expenses. This

recognizes the fact that, after a number of years of system operations, hard-

ware will need to be replaced.

A major factor affecting the estimated costs of implementing and

operating a nationwide EST system is the number of commercially deployed POS

terminals the system can use. To date, about 20,000 commercial terminals have

been deployed in Food Stamp Program-authorized stores--a small fraction of the

estimated 577,200 terminals a nationwide system might require. The cost

analyses presented in this chapter assume that commercial POS networks will

deploy about 50,000 terminals in program-authorized stores before an EST

system is implemented. While this projected increase is substantial, the POS

industry projects a 43-percent increase in deployed terminals (across all

stores) within the next year alone. If the annual growth rate in deployed
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terminals in program-authorized stores averages only 20 percent over the next

five years, nearly 50,000 terminals will be deployed.

The analysis relies on a number of different data sources when

estimating the costs of individual resources. These data sources include

interviews with representatives of the POS industry, interviews with FNS

administrators, and cost data collected during the evaluations of the Reading

EBT demonstration and the State-initiated EBT demonstrations.

Finally, while the cost analyses are based on our best estimates of

resource costs, some of the estimates are admittedly imprecise. Without

developing a specific, detailed design for an EBT system, greater precision is

difficult to achieve. Where appropriate, we have indicated areas of greatest

uncertainty in the cost estimates. The sensitivity of the operating cost

estimates to different cost assumptions is also discussed at the end of the

chapter.

HIGHLIGHTS

Assuming that 50,000 commercial terminals are deployed, estimated

design, development and implementation costs for a nationwide EBT system

serving both the Food Stamp and AFDC Programs vary from $246 to $291 million

for State-Initiated systems, from $241 to $286 million for Regional systems,

and from $233 to $278 million for a National system. These costs do not

include the purchase cost of system hardware. Amortized hardware costs are

treated as a monthly operating expense instead. Estimated costs decrease by

about $3 million for every 10,000 additional terminals (beyond the assumed

50,000) which might be deployed by commercial networks.

The range of costs provided for each development approach reflects

uncertainty about the precise value of a key cost component (the average cost

to deploy a POS terminal, excluding its purchase price). The range also

reflects two different approaches to specifying the value of a recipient's

personal identification number (PIN): selection of the PIN by the recipient

during training, and assignment of a PIN value by the vendor prior to card

issuance. The lower-cost estimate for each development approach assumes PIN

assignment, which saves about $13.1 million because extra staff are not needed

during training to encode PIN values on recipients' cards. While recipients

may have an easier time remembering their PINs if they select them during
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training, the Lower-cost PIN assignment approach is being successfully used in

commercial credit card and debit card applications.

The similarity in estimated costs across the three development

approaches is striking. The similarity arises because several major cost

components do not vary at all with development approach. Examples are

recipient training and card issuance ($40 million for labor and materials when

PINs are selected by recipients); retailer recruitment and training ($12

million); and, most importantly, terminal installation costs (an estimated

average of $158 million, excluding the purchase price of the terminals).

FNS' share °f total design, development and implementation costs

ranges from $88 to $105 million in the State-Initiated approaches, from $86 to

$102 million in the Regional approach, and from $83 million to $99 million in

the National approach. State Agencies would be responsible for $116 to $144

million of the total costs, depending on development approach and whether the

high or low estimate is used. FSA's share of total estimated costs varies

from $34 to $42 million.

If terminals are not deployed in every lane of program-authorized

stores, total system design, development and implementation costs could be

decreased by $60 to $73 million. This reduction assumes that sufficient

terminals would be deployed to meet expected peak usage of an EBT sytem.

Once a nationwide EBT system is implemented, estimated monthly Food

5tamp Program costs range from $31.8 to $39.3 _llion, allowing for some

uncertainty in estimates of individual cost components. FNS' share of these

costs varies from $16.4 to $20.1 million. On an annual basis, FNS' share of

administrative costs ranges from $197 to $241 million.

FNS and State Agencies currently pay an average of $3°00 per month

to issue and redeem program benefits for each food stamp household. Estimated

monthly operating costs in a nationwide EBT system are higher. Monthly costs

range from $4.51 to $5.57 per food stamp household. Costs are nearly identi-

cal across development approaches; the variation arises from uncertainties in

the estimation of individual cost elements and whether PINs are assigned to or

selected by recipients.

The above range in estimated monthly costs per food stamp household

[s based on a number of assumptions about system usage patterns and policy
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decisions made to date regarding system design and terminal deployment. If

terminal deployment decisions are based on expected peak usage levels and if

other important assumptions are allowed to vary (e.g., the number of

commercially deployed terminals and the average number of EBT transactions

households make each month), monthly Food Stamp Program costs range from as

low as $3.36 per case to as high as $6.35 per case.

Despite the cost differential between coupon and EBT system costs,

an EBT system can reduce recipients', retailers' and financial institutions'

costs to participate in the Food Stamp Program. Furthermore, an EBT system

can reduce levels of benefit diversion within the program by an estimated

$2.45 per case month. Examples of benefit diversion include purchase of

ineligible items, coupon trafficking, and using cash change from food stamp

purchases to buy non-food items. While reductions in benefit diversions will

not lower program costs, the first two activities violate program regulations,

and all three reduce the program's ability to provide nutrition assistance to

low-income households. Thus, an EBT system can increase general program

integrity and effectiveness.

8.2 SYSTEM DESIGN, DEr_PI_AND IHPL_AI_ION COST_

The major organizations incurring costs in the design, development

and implementation of a nationwide EBT system are the respective Federal

Agencies, individual State Agencies, and the vendors selected by either the

Federal or State Agencies. Individual local welfare offices also will be

involved with system development and implementation activities (especially

recipient training and card issuance).

FOOD AND NUTRITION SERVICE

The Food and Nutrition Service's development and implementation

costs are divided into labor costs and costs for technical assistance.

Labor Costs

Before an EBT system can be established as either a nationwide

benefit issuance and redemption system or an alternative to the existing

paper-based coupon system, FNS and other Federal Agencies need to perform the

following tasks:
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* A decision must be made about which development option

to pursue.

. A final set of functional, special program and, if
desired, performance requirements need to be estab-
lished.

· If the Standardized Design approach is adopted,

detailed design requirements must be promulgated.

* A number of policy issues need to be settled, including

the number of terminals to be deployed; payment of
fees, if any, to retailers with commercial POS termi-
nals; and settlement procedures for drawing food stamp
funds from the U.S. Treasury.

* As explained in Chapter 6, program regulations need to

be revised. In addition, standard guidelines for
system documentation, testing, and implementation need
to be developed.

· If an EBT system is to include AFDC benefits, FNS needs
to work with FSA to establish the details of a multi-

program system.

It is difficult to predict exactly how much time and effort will be

needed to complete these activities. Nevertheless, based in part on inter-

views with program staff and experience to date, we estimate that a total of

four person years of FNS effort is needed. Approximately half of this effort

would be required for rewriting program regulations. Because most of the

effort is not sensitive to development approach, we use this time estimate for

each of the possible approaches.

The above tasks do not include any time for monitoring individual

State projects or for selecting and working with a national vendor or several

regional vendors. In the State-Initiated approaches, we estimate an average

time of 12 to 18 calendar months to design, develop and begin implementing a

State-level system. Further, we estimate that one FNS staff person could

manage two to three State projects at a time. Thus, we anticipate an average

of five person months of FNS effort per State, or 265 person months overall

for the 50 States, the District of Columbia, the Virgin Islands and Cuam. 1

IAll cost estimates throughout the chapter are based on an EBT
system involving these 53 State Food Stamp Agencies.
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FNS review and oversight of State Agency efforts should be less in

the Unitary Design approach, because system design and development efforts (at

the State level) will be less. We estimate three person months of FNS over-

sight per State in the Unitary Design approach, or a total of 159 person

months.

In the Unitary Design approach, however, FNS needs to procure the

services of one or more vendors and then manage the vendors' contracts to

design, develop and test the system. If one vendor is selected (the National

approach), we estimate 30 person months of FNS management, including time to

prepare the RFP and award the contract. If more than one vendor is selected,

the amount of needed time increases, but probably not in proportion to the

number of vendors selected. In the Regional version of the Unitary Design

approach, therefore, we have allocated 84 person months of FNS oversight and

management, assuming seven vendors. With seven vendors, each vendor would be

responsible for authorizing the transactions of an average of a little more

than 1 million food stamp recipients.

Exhibit 8-1 summarizes FNS' labor costs to prepare for and manage

the implementation of a nationwide EBT system. The most effort (313 person

months) is needed for the State-Initiated approaches, because FNS needs to

spend more time dealing with each State Agency. The Regional approach

requires more time (291 person months) than the National approach (237 person

months), because FNS will be dealing with more than one vendor. Total

estirmated costs range from $1,088,100 to $1,418,100, which include salaries,
1

fringe benefits, administrative overhead, and non-labor indirect costs.

Technical Assistance Costs

We envision that FNS will choose to procure the services of one or

more technical consul:ants to review system design plans and to monitor system

testing. In the State-Initiated approaches, we have allocated an average of

30 days of consulting per State Agency, or 1,590 days of consulting for all 53

lin arriving at these cost estimates, we have assumed that most of

the effort will be performed by staff in grade levels 12 and 13. See Appendix
B for Labor cost assumptions.
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Exhibit 8-1

FNS DEVELOPMENT AND IMPLEMENTATION COSTS

(Person months and Cost)

State-Initiated Regional National

FNS Labor Costs

Preparatory Costs

Establish policy 24 24 24

Rewrite regulations 24 24 24

Manage Vendors 0 84 30

Oversee State Activity

Person months per State 5 3 3

Total person months 265 159 159

Totals

Person months 313 291 237

Cost $1,418,100 $1,352,700 $1,088,100

Technical Assistance Costs

Person days 1,590 350 200

Cost $954,000 $280,000 $160,000

FNS share of cost $6?5,400 $198,200 $113,300

Total Costs to FNS $2,093,500 $1,550,900 $1,201,400

Note: Appendix B provides information on assumed average monthly labor costs
for staff performing each task.
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sites. In the National approach, a total of 200 days of consulting is allo-

cated. For the Regional approach, we have assigned 50 days of consulting per

vendor, and again assume that the system will include seven vendors (leading

to 350 days of consulting services).

The estimated average daily consulting fee is $600 in the State-

Initiated approach and $800 in the Regional and National approaches. (We

presume that the Lower fee could be negotiated in the State-Initiated approach

due to the large amount of work involved.) At these fees, total estimated

technical assistance costs are $954,000 in the State-Initiated approach,

$280,000 in the Regional approach, and $160,000 in the National approach.

In a Food Stamp/AFDC system, however, we believe it is reasonable

for the technical assistance costs to be shared by FNS and FSA. If costs are

shared on the basis of caseload (with costs for food stamp/AFDC households

being shared equally by the two programs), FNS would be responsible for

approximately 71 percent of the technical assistance cost. 1 The FNS share of

the costs, therefore, would be about $675,400 in the State-Initiated approach,

$198,200 in the Regional approach, and $113,300 in the National approach, as

shown in Exhibit 8-1. 2

1The 71 percent figure is derived as follows. Approximately 43
percent of all food stamp households receive AFDC benefits, based on data from

the Integrated Quality Control System (IQCS). About 80 percent of AFDC

households receive food stamp benefits. With a food scLmp (FS) caseload of

7,054,773 households and an AFDC caseload of 3,771,000 households, the food

stamp share of total costs is:

((l - .43) FS + (.43/2) FS) / (FS + (1-.8) AFDC),

which equals .784 FS / (FS + .2 AFDC). The AFDC caseload count is 53.5

percent of the food stamp caseload count, so the food stamp share is:

.784 FS / (1 + (.2) (.535)) FS, or .708.

The _ood stamp caseload figure represents a monthly average for

Fiscal Year 1988, as reported in "Food Stamp Program State Activity Report,"

Food and Nutrition Service, August 1989. The AFDC figure represents a monthly
average for FY 1989, as reported by HHS officials.

2Throughout the chapter, all State and national costs are rounded to
the nearest $100.
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Total estimated labor and technical assistance costs incurred by FNS

during system design, development and implementation are $2,093,500 in the

State-Initiated approaches, $1,550,900 in the Regional approach, and

$1,201,400 in the National approach. Costs could fall somewhat in the State-

Initiated approach if multiple State Agencies decided to implement one or more

multi-state systems (an arrangement being considered by New Hampshire, Vermont

and Maine). If a total of 48 rather than 53 State systems were being imple-

mented, for instance, FNS' Labor and technical assistance costs could fall by

about $176,220.

FNS' labor and technical assistance costs in the State-Initiated

approach would be somewhat higher than $2.1 million if the Multiple Design

approach is followed rather than the Standardized Design approach. More time

will be needed to review system design plans and monitor system testing

because the systems will be less uniform. If FNS' effort monitoring design

and development increases from five to six months per project, and required

technical assistance increases from 30 days to AO days per project, FNS' share

of estimated costs increases by about $&63,600, to a total of $2,557,100.

STATE AGENCIES

Labor Costs for System Desian and Development

In the Multiple and Standardized Design approaches, State Agencies

will take the lead in responding to changes in program regulations allowin$

the implementation of an EBT system. We assume that State Agencies will

procure the services of one or more vendors to design and develop the system.

We estimate that an average of about six person years (75 person months) of

effort at the State level will be needed over about 2& to 30 calendar

months. The first year would include initial "read-in" about EBT systems,

writing an RFP for services to be provided by a vendor, and selection of the

vendor. The remaining time would entail working with the vendor on system

design and development and preparations for initial system implementation.

A possible breakdown of the State Agency resources required over

this 24- to 30-month period is shown in Exhibit 8-2. The estimated total

labor cost (including fringe and overhead) is $32&,400. In arriving at this

estimate, we have used data on monthly salaries from the various EBT demon-

strations. Estimates of required time by position are based on demonstration

data and our own judgment of required resources.
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Exhibit 8-2

STATE ACENCY LABOR COSTS FOR SYSTEM DESIGN AND DEVELOPMENT
(Person months and Cost)

State-Initiated Regional National

Project Director 20 12 12

Financial Management 6 4 4

Contracts 6 4 4

Program Heads

Food Stamp 4 3 3
AFDC 3 2 2

Analyst 14 6 6

Data Processing

Lead Analyst 8 6 6
Programmer 6 3 3

Secretary 8 4 4

Total Person Months 75 44 44

Total Labor Costs $324,000 $199,600 $199,600

Note: . Appendix B provides information on assumed average monthly labor costs
for staff in each position.
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Labor costs at the State level will be less in either the Regional

or National version of the Unitary Design approach. Because FNS already will

have selected a vendor for database management and transaction authorization,

the State does not need to procure and work out the details of a system

design. The State, however, will need to work with the vendor to design the

interface between the State's food stamp and cash assistance issuance files

and the vendor's procedures for updating client accounts with issuance data.

A similar interface will need to be developed for State Agency and local

office access to the vendor's database for necessary on-line administrative

functions. Finally, the State Agency and the vendor will have to reach

agreement on the content and format of summary activity and reconciliation

reports that will be provided by the vendor. As shown in Exhibit 8-2, the

estimated labor is da person months and the estimated cost is $199,600.

Labor Costs for System Implementation

Once the basic system has been designed, developed and tested, the

State Agency will have to assist and monitor system implementation activities

as individual local welfare offices are converted from the couponsystem to

the EBT system. This assistance could include general briefings to local

office workers about system design and operations, explanations about changes

in office operating procedures, and discussions about procedures for training

recipients. More detailed instructions about card issuance and recipient

training could be provided by State staff or vendor personnel.

We estimate that the State Project Director and one assistant (a

local office "liaison") could perform the above activities plus some moni-

toring of actual implementation with a combined effort of about one person

month per office. The assistance and monitoring would be spread over four to

five calendar months as the office prepared for implementation and then

trained recipients and issued cards. With an average of nearly 68 local

offices per State Agency, the cost of this effort (at the State level) would

average about $282,200.1

1With an estimated 3,592 local offices nationwide, the average
number of offices per State Agency is 67.77
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In the State-Initiated approaches, the State's vendor will be

responsible for retailer recruitment, terminal deployment and retailer

training--tasks for which FNS' vendor will be responsible in the Regional and

National approaches. State Agency oversight of these tasks is expected to add

an average of about eight person months of effort at an estimated cost of

$33,200, raising State Agency implementation costs from $282,200 to $312,600

in the State-Initiated approaches.

Trainin_ Materials

Prior to the start of recipient training, the State or its vendor

must prepare a training curriculum and training materials. We also assume

that the State or vendor will prepare a videotape or slide show to assist in

training. In the Regional and National approaches to system development, the

system vendor will have to work closely with the State Agency during prepara-

tion of the training materials.

Even in the State-Initiated EBT systems, individual vendors may be

providing services to more than one State Agency. Thus, training materials

prepared for one site may be applicable--with minor modifications--to other

sites, thereby reducing overall preparation costs. We assume that an average

of about two person months of effort will be needed to prepare a curriculum

and training _aterials (including translation of written materials into

Spanish and other languages, where necessary). The videotape or slide show

will cost about $50 per local welfare office to copy and distribute. Finally,

we have allocated $.50 per recipient to cover the cost of training materials

to be handed out at training sessions.

For an average State Agency with about 133,100 food stamp cases and

71,150 AFDC cases, the total costs for curriculum preparation and materials

would be about $92,000, or $4,874,100 nationwide. This estimate includes a

lO-percent indirect cost factor applied to purchased materials. It is based

on an average of 147,330 recipients in each State Agency needing training

(i.e., the 133,100 food stamp cases plus the 20 percent of the AFDC caseload--

14,230 recipients--which does not receive food stamp benefits).
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Telecommunications

Regardless of development approach, the State Agency will need to

install a secure, leased line telecommunications link with the vendor for the

transmission of issuance and administrative data. Based on discussions with

communications networks, installation fees will be directly related to

distance between data processing centers and the network's local access modes.

Distance between nodes has little impact on installation fees. Estimated

average installation costs per line are $3,0OO.

Sum_ry of State Agency Costs

Exhibit 8-3 provides a sum,n=ry of costs incurred directly by a State

Agency in the State-Initiated, Regional and National versions of a nationwide

EST system. The average total costs per State Agency vary from $576,800 in

the Regional and National approaches to $731,600 in the State-Initiated

approaches. When design, development and implementation costs are totalled

for all 53 State Agencies, the costs range from $30°5 million to $38.8

million. State Agencies, of course, w



General Plannin_ Labor

As a State Agency and a vendor progress through system design and

development, they will need to consult with at least some local offices to

gain input on and test the design of workstation software for handling EBT

administrative functions. As time for system implementation approaches,

however, local office involvement will increase. Local office staff will need

to be briefed on the new system, and plans for card issuance and training

activities will need to be made. Some realignment of office space may be

needed, and the responsibilities of some staff members will change. While

many people at a local office may be involved in these activities, we estimate

that the equivalent of one person month of effort will be needed. With an

average of nearly 68 offices per State, average total labor costs per State

Agency are estimated at $237,200.

Card Issuance and Trainins

Aa EBT access card needs to be issued to each EBT recipient, and

recipients need to be trained in how to use the system. For system start-up,

the State Agency could contract with its vendor to perform both card issuance

and recipient training. Alternatively, these tasks could be performed at the

local offices. Although the State-initiated EBT demonstrations nov in

progress are using vendors for initial card issuance and training, we assume

:hat--in a Statevide implementation--it will probably be more cost-effective

for each Local office to handle both initial and ongoing card issuance and

training.

It is assumed that local offices viii train recipients in group

sessions, and that cards viii be issued and encoded during these sessions.

Initial training and card issuance costs, therefore, viii be directly affected

by how many clients are trained during each session and how many staff viii

participate in the training sessions. Based on the Reading EBT demonstration,

we have assumed that an average of 20 clients viii be trained per session,

that the sessions will last an average of about one hour, 1 and that a total of

1We estimate that training sessions for NPA (or food stamp only)
cases will average about 45 minutes, while training for PA food stamp cases
(which must include training on AU usage) will average 1.25 hours.
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four person hours of local staff time will be required for each session. The

four staff would include two trainers (a lead trainer and an assistant), one

clerk encoding cards, and one clerk handling client appointments for the

session and followup of no-shows.

With an average office caseload of about 1,970 food stamp cases and

1,050 AFDC cases, about 2,180 recipients need to be trained. 1 Thus, an

average local office will need to complete about 109 training sessions during

system implementation. The estimated total labor cost for initial card

issuance and training (allowing 15 minutes for breaks between sessions) is

$9,676, or about $655,800 per State Agency.

In addition to labor costs, the State will have to purchase standard

magnetic stripe cards from a vendor. We anticipate that the State will send a

file to the vendor giving infor_metion to be encoded on the card's stripe. The

vendor will then send the encoded cards to either the appropriate local

offices or the State Agency for distribution. During training, the client's

selected PIN will be encoded (in encrypted form) on his or her card.

Based on interviews with industry representatives, the costs of

procuring encoded cards from a vendor should run about $0.50 per car d for non-

embossed cards to $0.80 for embossed cards. These figures assume high-volume

orders; Lo,r-volume orders would average between $2.00 and $3.00 per card. We

assume an average total cost of $0.70 per card for non-embossed cards, or an

average of $1,522 per office. The extra cost ($.20 per card) is added to

cover the State Agency's costs of preparing tape files of client information

for use by the card vendor, as well as an indirect cost factor of 10 percent

for purchased materials.

Total costs for card issuance and training during system implementa-

tion sum to an average of $11,200 per office, or $&0.2 million nationwide.

These card issuance and training costs could be reduced by about

$13.1 million if the vendor assigned PINs to recipients rather than letting

recipients select their o_n PINs. Training sessions could be about 15 minutes

INationwide, about 20 percent of AFDC households (or an average of
210 households per office) are not food stamp households. Adding these 210
cases per office to 1,970 yields 2,180.
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shorter, and no card encoding would need to be done at the local office.

Whether recipients would have difficulty remembering assigned PINs is an open

question; this approach has not been tested in any EBT demonstrations. Some

banks, however, use this approach for bank debit cards without serious diffi-

culty. PIN assignmen_ is also used in many credit card applications.

Telecommunications Costs

Each office's EBT workstation will need teleco_,_unications access

for setting up card and account information on the vendor's EBT database. The

most secure access would be provided by leased lines. These lines, however,

are quite expensive to install (an estimated average of $3,500 per office) and,

use (estimated monthly charges average $1,500 per line). We _herefore assume

that existing dial-up lines will be used, with encryption devides being used

to ensure secure coumunications for sensitive data. The estimated amortiza-

tion and maintenance costs for encryption devices (and workstations) are

included in Section 8.3's estimation of monthly operating costs.

Each local office will incur telecommunications costs to set up card

and account information during system imple_ntation. Assuming a 20-minute

call costing an average of $5.00 during each of 109 training sessions, total

costs per office are $545, or $600 after applying a 10-percent indirect cost

rate. Average costs per State Agency are $&0,700. Nationwide, local office

telecommunications costs during implementation are $2,155,200.

Summary of Local Office Costs

Exhibit 8-i presents the summary of local office development and

implementation costs. If PINs are selected by recipients and encoded durimg

training sessions, total costs per office averaxe $15,298. With about 68

offices per State Agency, total aggregated local office costs are $1,036,800.

For all 53 State Agencies, total estimated local office costs for system

implementation are $55.0 million. If PENs are assigned rather than selected

by recipients during training, total estimated local office costs fall to

$41.8 million. State Agencies would be responsible for 50 percent of these

local office implementation costs. W
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Exhibit 8-4

SUMMARY OF LOCAL OFFICE DEVELOPMENT AND IMPL_4ENTATION COSTS:
ALL APPROACHES

Per Office a Per State Agency b Nationwide

Labor Costs with PIN Selection c

General planning $3,500 $237,200 $12,572,000

Encoding clerk $2,150 $145,700 $7,723,800
Trainer and clerks $7,526 $510,100 $27,033,100

Subtotal $13,176 $893,000 $47,328,900

Labor Costs with PIN Assignment c
General planning $3,500 $237,200 $12,572,000
Trainer and clerks $6,021 $408,000 $21,626,500

Subtotal $9,521 $645,300 $34,198,500

Card Stock $1,522 $103,100 $5,466,300

Telecomunications $600 $40,700 $2,155,200

I

Total Costs with

PIN Selection $15,298 $1,036,800 $54,950,400

Total Costs with

PIN Assignment $11,643 $789,100 $41,820,000

Notes: aEach office is assumed to include 1,970 food stamp cases and 1,050
AFDC cases.

bAssumes 67.77 local welfare offices per State Agency. Statewide
costs have been rounded to the nearest $100.

CAppendix B provides information on assumed average monthly labor
costs for staff performing each task.

Totals may not sum due to rounding.
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SYSTEM VENDORS

Vendor costs for system design, development and implementation are

divided into five components: design and development costs, retailer recruit-

ment, network entry fees, terminal deployment, and retailer training. Even

within a single State, these costs may be spread across multiple vendors.

Design and Development Costs

In the State-Initiated development approaches, the State Agency will

contract with a vendor to design and develop the EBT system. It is very

difficult to estimate how much vendors will charge for software development

and testing. Vendor charges will depend in part on their existing software

and hardware, and the length of their contract to operate the EST system.

Contract Length is important because we anticipate that the costs of any hard-

ware acquisition or upgrades will be incorporated into the vendor's monthly

charges to the State for system operations. If the contract length is short,

the "amortization" period for these hardware costs may not be sufficient, in

which case the vendor might need to increase his upiront development charges.

Based on interviews with industry representatives, we estimate that

an average vendor cost for system design and development will be in the order

of $150,000. This figure covers the vendor's costs to meet with State

officials to determine final system design, to modify existing POS and ATN

application software, to develop software for local office workstations, and

to test the resulting system. It does not include netuork entry fees or costs

for retailer recruitment or terminal deployment. Nor does it cover costs for

hardware acquisition or upgrades. As explained above, we assmne Chat a vendor

will cover hardware costs through monthly charges for sysco operations.

The $150,000 estimate is admittedly toy for the first State Agency a

vendor works with, but ye anticipate that a majority of the States may

contract with a limited number of vendors. Once these vendors have modified

their POS software to meet EBT requirements, their design and development

costs for subsequent States viii decrease. Our figure of $120,000, therefore,

represents an average cost across ali States.

In the _ational approach, we estimate that the vendor's cost to

develop the basic processing capability will be in the range of $3.0 million,
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with an additional cost of about $30,000 per State Agency to develop an

interface with each Agency's processing system. In the Regional approach,

each vendor will have to design and develop its own system. Assuming seven

regional vendors and about $1.5 million in costs for each vendor, total costs

would reach $10.5 million, plus $30,000 per State Agency. As with the

estimate of design and development costs in the State-Initiated approaches,

these latter cost estimates are based on interviews with industry representa-

tives. Development costs for the National system are considerably higher than

for any individual Regional system due to the greater processing and database

management complexities introduced with a very large system.

S,,nvning vendor design and development costs for all 53 State

Agencies, the costs would be $8.0 million for the State-Initiated approaches,

$12.1 million for the Regional approach, and $4.6 million for the National

approach. Costs for the Regional systems would decrease somewhat if one

vendor were selected to serve more than one region.

Retailer Recruitment

A major implementation task in each approach to system development

is contacting and recruiting retailers to participate in the system. In the

State-Initiated approaches, the State Agency's vendor will be responsible for

retailer recruitment. In the Regional and National approaches, the Federal

vendors (or their subcontractors) are responsible. Regardless of who is

responsible, however, approximately the same amount of effort will be required

in each approach.

An average of over 4,100 program-authorized retailers are located

within each State or State Agency jurisdiction. We estimate that retailer

recruitment in each development approach will require an average of 18 person

months of vendor labor per State Agency. During this time the vendor will

send contact letters to each retailer explaining the planned system and asking

for their participation. A series of meetings in each market area probably

will be needed to answer questions. Contracts then need to be negotiated with

each retailer or, in the case of retailer chains, with headquarters personnel.

While t_e estimate of 18 person months may seem high, the vendor will have to

address many questions during contract negotiations, including how the new

system will interface with operations of existing or planned commercial POS
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are responsible for paying 50 percent of these program costs, as well as their

own directly incurred costs. State Agencies pay the remaining costs.

As shown in Exhibit 8-7, FNS' share of total design, development and

implementation costs varies from $83.3 to $10G.7 million, depending on devel-

opment approach and whether the high or low cost estimates are used. rSA's

share of total costs varies from $33.9 to $42.2 million, but this does not

include costs directly incurred by Faa (which have not been estimated). State

Agencies would be responsible for paying $115.9 to $1&&.3 million, or an

average of $2.2 to $2.7 million per State Agency.

8.3 HOb'I_aY SYSTEHOPERATING COSTS

This section estimates monthly system operating costs in the State-

Initiated, Regional and National approaches. As with Section 8.2, the

discussion is organized around costs directly incurred by Federal, State and

local agencies and by the system's vendor(s). The section concludes with an

estimation of the system operating costs charged to each program and agency.

FOOD AND NUTRITION SERVICE

FITS' operating costs can be divided into labor costs and the costs

of hardware amortization and maintenance.

Labor Costs

FIlS rill need to monitor the operations of an EBT system in each

development approach. Monitoring activities, however, can be spilt between

national headquarters and the seven reKional of[ices.

In the Regional and Hational systems, national headquarters staff

will need to manage the vendors' contracts with FNS. Ia slx three development

approaches, staff vii1 need to review system activity reports prepared by the

vendors and monitor system reconciliation and settlement. Finally, there is

Likely to be an ongoing need for review and interpretation o[ FNS policy and

regulations as they pertain to EBT systems.

At the regional offices, FIlS staff viii review system activity and

reconciliation reports, providin$ input to national staff review of similar

(but presumably less detailed) reports. Regional staff might also be
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responsible for monitoring system performance, both as indicated in system

reports and as reported by State Agencies. Finally, regional staff could be

responsible for resolving most disputes that might arise between State

Agencies and system vendors, particularly in the Regional and National systems

where States are interacting with vendors selected by FNS. Some of these

disputes might have to be passed on to national headquarters for final

resolution.

Based on interviews with program staff and our own judgment about

required resources, we estimate that national headquarters will need to commit

the equivalent of about four full-time staff to monitor a National EBT

system. This estimate includes one full-time equivalent (FTE) to manage :he

vendor's contract; somewhat more than one FTE to review system operations,

settlement and reconciliation; somewhat less than one FT£ to review and

interpret program policy in light of EaT operations; and about one rTE for

administrative supervision and clerical support.

More time (the equivalent of six full-time staff) will be needed in

a Regional system because more vendors are involved in system operations.

In the State-Initiated approaches, we estimate a total need for f.

full-time staff. While headquarters will not need to manage any vendor

contracts in the State-Initiated approaches, more attention will be needed to

monitor system operations, reconciliation and settlement.

Within each regional office, we estimate that a total of from 1.0 to

1.5 full-time staff will be needed to review system operations and performance

and to handle State/vendor relations. More time is allocated in the State-

Initiated approaches because more separate systems need to be monitored.

In addition to the above staff time, FNS will still be responsible

for amny aspects of retailer management. This includes authorizing new

retailers, informing the vendors of retailers leaving the program, monitoring

redemptions, and monitoring compliance. These tasks will be performed at

field offices, national headquarters, and at the Minneapolis Computer Support

Center. Based on data gathered during the Reading £BT demonstration, the

estimated cost for these activities is $.128 per case month.

As shown in Exhibit 8-8, FNS' estimated monthly labor costs in a

nationwide EBT system vary from $953,000 in the National approach to $973,200
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systems. Evidence from the EBT demonstrations also suggests that venaors must

be prepared to devote significant resources to this task. Estimated average

costs per State Agency are $108,000, or $5.7 million nationwide.

Network Entry Fees

A basic assumption for the design of a nationwide EBT system is that

it be integrated with commercial POS and ATM networks. Such integration will

allow EBT participants to use already-deployed POS terminals and ATMs.

Integration, however, requires that EBT vendors become members of the existing

networks. ATH and POS networks typically charge card issuers a one-time entry

fee for membership in the network. Thus, if an EBT system is to be integrated

with existing ATM and POS networks, an allowance must be made for these entry

fees.

Industry representatives suggest that membership in about 20 commer-

cial networks would provide nationwide coverage for an EBT system. The

average entry fee is about $15,000, or $300,000 for 20 networks.

Terminal Deployment

Terminal deployment will be the largest expense in the implemen-

tation of a nationwide EBT system. Even though the (amortized) purchase cost

of the terminals is treated as an operating cost, other deployment costs

remain quite high.

To estirr_te terminal deploysent costs, we have divided deployment

costs into the following components:

· average price of fully configured, $ 600
dial-up terminal

· average cost to install telephone 150
lines

· average cost to provide electrical 100
service

· average cost to physically install 20
terminal

Total Average Cost $ 900

The expected average total cost is therefore $900 per terminal, of which $300

is treated as an implementation expense and the remaining $600 is amortized.
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In estimating the above costs, we have relied on industry estimates

for each component. The terminal price is for a multi-function, 300-baud

terminal which can support at least two programs (food stamps and AFDC). It

also assumes a discounted price for high-volume orders. Telephone and

electrical service costs depend upon the existing store environment; the

estimated costs are projected averages, taking into consideration that some

stores already will have sufficient telephone and electrical service. These

costs also recognize that some Large stores may not need telephone lines at

each lane, opting instead to use a Local area network (LAN) controller. The

cost of installing a controller in multi-lane stores is reported to approxi-

mately equal the costs of installing individual telephone lines. The benefit

of using a LAN controller is reduced monthly teleco_m_unications costs rather

than savings in installation fees.

Approximately 222,000 food retailers are authorized to participate

in the Food Stamp Program. Using data from the Reading and State-initiated

EBT demonstrations, we estimate that, on average, each retailer will have 2.6

lanes. If all lanes in each score are equipped, 577,200 terminals need to be

deployed. Additional terminals may be deployed in non-food outletJ to serve

AFDC recipients, but this analysis does not take these terminals into account.

As explained in Chapter 7, the best estimate of the number of

co-_ercial POS terminals already deployed in food retail stores is about

20,000. Because it would take at least three to five years before a nation-

wide EBT system could be implemented, we assume that 50,000 commercial POS

terminals would be deployed by that time. This estimate assumes an annual

growth rate in co_ercially deployed terminals of a little over 20 percent.

Although this growth rate is a bit higher than recent trends, the food retail

store environment seems to be changing. Industry trade publications report

substantially greater interest in POS debit card services among food retailers

within the last year. Furthermore, once a few stores in a given market adopt

POS debit, other stores will join in to remain competitive. Finally, the

prospect of EBT deployment itself should encourage some retailers to sign on

with commercial networks, thereby preparing themselves for an integrated

POS/EBT payment service.

With 50,000 commercially deployed terminals, £BT system vendors will

need to deploy an additional 527,200 terminals. Thus, the average number of
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terminals to be deployed in each State is about 9,950. At an average

deployment cost of $300 per terminal, total average deployment costs per State

Agency are $2,984,200. Nationwide, the estimated deployment cost is $158.2

million.

In addition to terminal deployment costs, system vendors will have

to ensure that the 50,000 commercial terminals can submit EBT transactions for

authorization processing. This task is quite similar to developing an inter-

change capability between two POS networks. Because the number of commercial

POS networks is relatively small, we estimate an average cost of $5,000 per

State Agency (or $265,000 nationwide) for this task. Lower costs ($100,000

and $50,000, respectively) are estimated for the Regional and National

approaches, due to the lower number of E'BT vendors involved in these

approaches.

Retailer Trainins

Each EBT system vendor (or its subcontractors) needs to train

retailers in how to use the EBT system. As a first step, the vendor needs to

prepare a training manual and training materials for the retailers. We have

allocated an average of one month of effort per vendor for this task. We have

also assumed an average of $0.50 per terminal for distributed training

materials. With an average of 10,890 Cerminals per State (including

con_ercial terminals), training materials vii1 cost about $5,400.

A variety of retailer training approaches are possible. Training

could occur within each store shortly after terminal installation.

Alternativelyt vendors could train representatives from each store in group

sessions, with these representatives responsible for the training of other

store employees. Finally, some store chains may wish tO handle ali training

within individual stores themselves. With the diversity of market environ-

merits, it is likely that some combination of the above approaches will be

used.

The most expensive approach to retailer training (i.e., vendor

training within each store) would cost about $9.3 million nationwide. This

estimate assumes that one person can train an average of four stores in one

day. For those store s which already participate in a commercial POS network,

training sessions can be shortened and an average of training in £1ve stores
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per day is assumed. For the more likely mixture of training approaches_ _e

assume fha: total training costs nationwide could be reduced from $9.3 million

co about $6.2 million, a 33-percent decrease. This estimate is fairly judg-

mental, inasmuch as the exact mixture of training approaches chat vendors and

retailers will adopt is impossible to predict.

Summary of Vendor Costs for Design, Development and Implementation

Exhibit 8-5 summarizes estimated vendor costs for the three develop-

ment approaches. Average costs per State Agency vary between $3.0 and $3.7

million. Nationwide, estimated total costs vary from $159.5 million to $198.7

million.

The substantial range in estimated costs within each development

approach is due solely to uncertainties over average terminal installation

costs. At an estimated average cost of $300 per terminal, installation costs

represent between 86 and 90 percent of total vendor costs, depending on

approach. If the estimate of average terminal installation costs is off by as

little as 10 percent, therefore, total estimated vendor costs change by $15.8

million. All industry representatives contacted found the $300-per-terminal

estimate reasonable. Nevertheless, we have chosen to present high and low

estimates for total vendor costs to acknowledge the impact of small changes in

this particular cost component.

OVERALL SUMMARYOF DESIGN T DEVELOPNENT AND INPLENENTATION COSTS

Total costs for designing, developing and implementing a nationwide

EBT system are sm_arized in Exhibit 8-6. For the State-Initiated approaches

to development, total estimated costs vary between $245.8 and $291.2 million.

The cost range for the Regional approach is $241.0 to $285.7 million. For the

National approach, estimated costs vary between $233.1 and $277.8 million.

The variation in estimated costs vithin each approach reflects the

effects of different design and cost assumptions. In each approach, the high

estimate assumes PIN selection by recipients (a design feature which adds

about $13.1 million to implementation costs) and an average terminal installa-

tion timate assumes PIN assignment by the vendor and

an average installation cost of $270 per terminal. Finally, in the State-

Initiated approach, the high estimate also includes an additional $556,500 co
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Exhibit 8-5

SUMMARY OF VENDOR DESIGN, DE'fi_II)PI_ AND IMPLEI_EI_&TION COSTS

(Average per State Agency)

State-Initiated Regional National

Labor Costs for Design $150,000 $228,100 $86,600

and Development

Retailer Recruitment $I08,000 $108,000 $i08,000

Network Entry Fees $5,700 $5,700 $5,700

Terminal Deployment
Installation $2,984,200 $2,984,200 $2,984,200

Network interface $5,000 $1,900 $900

Retailer Training

Preparation $I,300 $600 $100

Training materials $5,400 $5,400 $5,400

Training labor $117r300 $117_30,0 $117r300

Average Total Cost
per State Agency a

High estimate $3,675,300 $3,749,600 $3,606,600
Low estimate $3,078,500 $3,152,800 $3,009,800

IIIII I II

Total Cost for all

53 State Agencies a

High estimate $194,790,400 $198,729,400 $191,152,400
Low estimate $163,158,400 $167,097,400 $159,520,400

Notes: aHigh and low estimates assume average terminal installation costs of
$330 and $270 per terminal, respectively.

TotaLs may not sum due to rounding,
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Exhibit 8-6

TOTAL SYSTEM DESIGN, DEVELOPMENT AND IMPLEMENTATION COSTS

State-Initiated Regional National

FN$ $2,093,500 $1,550,900 $1,201,400

State Agencies $38,774,000 $30,518,700 $30,518,700

Local Offices

PIN selection $54,950,400 $54,950,400 $54,950,400

PIN assignment $41,820,000 $41,820,000 $41,820,000

Vendors

High estimate $194,790,400 $198,729,400 $191,152,400
Low estimate $163,158,400 $167,097,400 $159,520,400

I I · I

Total Costs

High estimate a $291,164,800 $285,749,400 $277,822,800
Low estimate b $245,846,300 $240,987,400 $233,060,800

Notes: aThe high estimate assumes PIN selection by recipients and an average
terminal installation cost of $330 per terminaL.

bThe Iow estimate assumes PIN assignment by the vendor and an average
terminal installation cost of $270 per terminal.

Totals may not sum due to rounding.
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cover extra monitoring and technical assistance costs if the Multiple Design

approach to system development is adopted rather than the Standardized Design

approach.

The cost estimates assume that, by the time a nationwide EBT system

is implemented, commercial POS networks will have deployed about 50,000

terminals in program-authorized stores. The remaining 527,200 terminals would

be deployed by EBT system vendors. For every reduction of i0,000 uerminals

needing to be deployed, coral costs fail by $2.7 to $3.3 million. Require-

ments for terminal deployment would fall if commercial networks deployed more

than 50,000 terminals or if further study shows chat terminals do not need Co

be deployed in every lane to meet peak volumes and to ensure recipient rights

to non-discrimination.

One striking feature about Exhibit 8-6 is that system development

and implementation costs do not vary much by development approach. Only a

five-percent dif£erence exists betveen the estimated costs of the State-

Initiated and National approaches. The similarity among the estimated costs

arises because many implementation tasks require the same level of ef[ort

regardless o[ development approach. Examples are terminal deployment,

recipient and retailer training, general planning labor within local offices,

and card costs. Taken together, these cost components represent about 80

percent o£ total costs.

Finally, although the cost estimates in Exhibit 8-6 are quite large,

it should be noted that they are a one-time cost. In addition, it is likely

that the costs would be spread over at least three to five budget years.

Furthermore, the costs would be shared by 53 State Agencies and two Federal

Agencies (FNS and FSA).

With respect to the sharing of costs among State and Federal

Agencies, the figures in Exhibit 8-6 represent which agencies or organizations

incur system design, development and implementation costs, not who is

responsible for paying these costs. Er.hibit 8-7 shows the allocation of total

cost payments among Scale and Federal Agencies. The high and low estimates

re£lecc the range in total costs discussed previously. In allocating total

costs, all costs incurred by vendors and State and local agencies are first

split between the food stamp and AFDC programs on the basis o[ caseload size,

with ?1 percent of the costs charged to the Food Stamp Program. FNS and FSA
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Exhibit 8-7

ALLOCATION OF SYSTEM DESIGN, DEVELOPMENT AND
IMPLEMENTATION COSTS AMONG FEDERAL AND STATE AGENCIES

(MiLlions of Dollars)

State-Initiated Regional National

FNS Share of Costs

High estimate $104.7 $102.2 $99.1

Low estimate $88.4 $86.3 $83.3

FSA Share of Costs a

High estimate $42.2 $41.5 $40.4

Low estimate $35.6 $35.0 $33.9

State Agency Share of Costs

High estimate $144.3 $142.1 $138.3

Low estimate $121.9 $119.7 $115.9

Total Costs a

High estimate $291.2 $285.7 $277.8

Low estimate $245.8 $241.0 $233.1

Note: aExcludes costs directly incurred by FSA, which have not been
estimated.
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in the State-Initiated approaches. Retailer management functions are the most

expensive component of total labor costs.

Hardware Costs

With the implementation of a nationwide EBT system, we suspect :hat

both the national and the regional offices will have a need for on-line access

to the system's databases. At the regional offlces, on-line access could be

used co inquire into disputes be:ween State Agencies and vendors over system

accounts. State-level reports on system activity or performance could also be

transferred over this access mode. Similar reports could be transferred to

the national headquarters.

We assume that one on-line workstation at each regional office and

two workstations at the national office will be needed. Existing equipment

can be used for these needs, however, so no additional costs are assumed.

System vendors in each development approach will need to pass

retailer redemption data to the Minneapolis Computer Support Center.

Depending on the telecommunications protocols used by vendors, the computer

center may need to purchase additional modems or other hardware [o support

this receipt o£ data. Me have allocated $10,000 to cover these hardware

costs. Using an amortization period of five years and a five-percent cost of

capital, amortization costs for the hardware are $192.&8 per month. Estimated

monthly maintenance and service costs for the hardware are $79.00 per month,

for a total hardware cost of $271 per month. 1

If the workstations used leased lines to coeeaunicate with the

vendors' databases, monthly telecommunications charges would be relatively

high, on the order of $1,200 to $1,500 for each line to each vendor. Because

the information to be passed to the workstations involves suamary reports and

other operating information, ye believe that secure, leased lines are not

needed. Regular dial access lines can be used, and monthly costs should be

negligable. Thus, no telecolmnications costs are included in the estimates

of total monthly FllS costs.

m

IUnless otherwise noted, monthly maintenance and service costs for
all hardware are estilated at 0.79 percent o[ purchase price. This rate is
used within the industry for estimation purposes.
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Summary of FNS' Direct Administrative Costs

The estimated total monthly administrative costs incurred directly

by FNS are presented at the bottom of Exhibit 8-8. Total monthly costs range

from $953,300 in the National system to $973,500 [n the State-Initiated

systems.

FAMILY SUPPORT ADMINISTRATION

The estimated direct monthly administrative costs for FSA ·re

presented in Exhibit 8-9. For each system approach, we have allocated one-

third the time estimated for FNS ·t both the national ·nd regional office

Levels. The reduction in time reflects :he [·ct chat State Agencies (in

contrast to Federal staff) ·re relatively more involved in program management

and policy determination in the AFDC Program than in the Food Stamp Program.

Bec·use FSA has l0 administrative regions, however, estimated regional costs

are a bit higher. Total monthly costs range from $21,000 to $30,000.

STATE AGENCY COSTS

In an EBT system, State Agency costs rill include labor, data

processing costs, ·nd telecommunications costs.

Labor Costs

In the State-Initiated EBT systems, we envision each St·re Agency

needing ·n average of approximately 6.5 full-time equiv·Lents of labor during

system oper·tions. This estimate is based partly on experience rich the

Reading EBT demonstr·tion ·nd partly on our own judgment of resources required

to manage the operations of · Stacevide EBT system. As shown in Exhibit 8-10,

this labor includes I full-time project director, I full-time staff[ member

responsible for Liaison vith local offices, 1 full-time member responsible for

Liaison with the vendor handling retailer activities, 1.5 progranzner/analysts,

I data processing clerk, and I full-time secretary. The programmer/analyst

would be responsible for monitoring retailer settlement and system

reconciliation, compiling program reports and maintaining the software

interfaces for issuance files and workstation functions. The data processing

clerks would handle the creation and transmission of daily issuance files, the
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£xhibir 8-8

MONTHLY FNS DIRECT ADMINISTRATIVE COSTS

State-Initiated Regional National

Labor Costs

National Office

Person months 5.0 6.0 _.0

Total costs $24,000 $28,800 $19,200

Regional Offices

Person months 10.5 7.0 7.0

Total costs $46,200 $30,800 $30,800

Retailer Management a

Cost per case month $.128 $.128 $.128

Total costs $903_000 $903_000 $903,000

Total Labor Costs $973,200 $962,600 $953,000

Hardware Costs

Modems

Amortization cost $192 $192 $192
Maintenance cost b $79 $79 $79
Total cost $271 $271 $271

I

Total FNS Costs $973,500 $962,900 $953,300

Notes: alncludes national, field office and Minneapolis Computer Support
Center COltS,

blncludes indirect costs of 10 percent.

Totals may not sum due to rounding.
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Exhibit 8-9

MONTHLY FSA DIRECT ADMINISTRATIVE COSTS

State-Initiated Regional National

Labor Costs

National Office

Person months 1.7 2.0 1.3

Total costs $8,000 $9,600 $6,400

Regional Offices

Person months 5.0 3.3 3.3

Total costs $22,000 $14,700 $14,700

II I

Total FSA Costs $30,000 $24,300 $21,000

Note: Totals may not sum due to rounding.
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receipt of system data from the vendor, and any processing of that data to

support the creation of program reports. Based on average state salaries for

similar positions, total labor costs (including fringe and overhead) are

estimated ac $23,800 per month_ or $1,261,400 for all 53 State Agencies.

Somewhat Less State Agency labor should be needed in :he Regional

and National EBT systems, especially in the areas of monitoring retailer

activities and :be review of system opera=ions. Thus, the staff member

monitoring the vendor's interactions with retailers is no longer needed, and

the number of required progran_ner/analysts drops from i.5 co 1.0. This

reduction in staff, lowers average State Agency labor costs to an estimated

$17,900 per month, or $948,700 for all 53 State Agencies.

Data Processing Costs

In each system option, :he State Agency rill need to create :he food

stamp and AFDC issuance files which will be transmitted to the EBT processing

vendor. In addition, the vendor may pass EBT information back to the State

Agency for further processing (for report generation, etc.).

With respect to creating issuance files, we assume an average of

1.05 food stamp and 1.5 AFDC issuances per month per household in the respec-

tive caseloads. Based on Reading data, ye estimate a State's data processing

costs at $.10 per issuance record. We also apply a 10-percent indirect rate

to these data processing costs.

With about 7.1 million food stamp cases and 3.8 million AFDC cases

nationwide, average total data processing costs for creating issuance files

each month are estimated at $27,100 per State Agency, or $1,&37,000 nation-

vide.

Lacking any empirical evidence on the costs to process and analyze

EBT data received from the vendor, we have allocated $25,000 per month per

State Agency, or $27,500 after a 10-percent indirect rate factor is applied.

When these costs are added to the costs for creating issuance files, total

average data processing costs per State Agency are about $54,.600 per month, or

$2,894,500 nationwide.
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Exhibit 8-10

MONTHLY STATE AGENCY LABOR COSTS

State-Initiated Regional Na_ional

Project director 1.0 1.0 1.0

Local office liaison 1.0 1.0 1.0

Retailer/vendor liaison 1.0 0 0

Programmer/analyst 1.5 1.0 1.0

Dataprocessingclerk 1.0 1.0 1.0

Secretary 1.0 1.0 1.,0

Total full-time equivalents 6.5 5.0 5.0

Total Labor Cost $23,800 $17,900 $17,900

Total Cost for all
53 State Agencies $1,261,400 $948,700 $948,700

Note: Appendix B provides information on assumed averge monthly Labor costs
for staff in each position.
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Telecommunications Costs

Issuance files and other EBT data wilX be sent over a secure, leased

line telecommunications link. Estimated monthly charges (including a 10-

percent indirect rate) are $1,&30 in the State-Initiated systems, $1,540 in

the Regional systems, and $1,650 in the National system. The cost variation

arises due to the longer average communications lines needed in the Regional

and National systems. Nationwide, these monthly costs vary from $75,800 to

$87,400.

Hardware Costs

We assume that each State Agency will have the necessary hardware to

create the issuance files that need to be passed each day to the system vendor

(for posting to recipient accounts). Depending upon the size of the State,

each State Agency will probably need one or two workstations that are capable

of providing on-line access Co the system's database. We assume, however,

that existing workstations can be used to provide the access. Thus, no

hardware-related costs are estimated at the State Agency level.

S,,----r¥ of State Asenc ? Operatin S Costs

Exhibit 8-11 summarizes the estimated monthly costs incurred by a

State Agency during operation of an EST system. Estimated monthly costs range

from about $74,000 in the Regional and National systems to $79,800 in the

State-Initiated approaches, with variation in labor costs causing the overall

differences. For all 53 State Agencies, monthly operating costs vary from

$3.9 million to $&.2 million.

LOCAL OFFICE COSTS

Upon the inplmntation of an EBT system, local welfare offices viii

incur costs associated with client training, card issuance, and maintaining a

recipient hotline to answer questions and resolve problems. Additional costs

will be incurred as income maintenance workers, clerks and supervisors handle

daF-to-day administrative functions associated with benefit issuance. Inas-

much as these tasks are not affected by development approach, the estimated

costs for performing the tasks are the same in the State-Initiated, Regional

and National systems.
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Exhibit 8-tl

MONTHLY STATE AGENCY OPERATING COSTS

State-Initiated Regional National

Labor $23,800 $17,900 $17,900

Data Processing $54,600 $54,600 $54,600

Telecommunications $1_430 $1r540 $1,650

Total State Agency Costs $79,800 $74,100 $74,200

Total Cost for all

53 State Agencies $4,231,700 $3,924,900 $3,930,700

Notes: All costs are rounded to the nearest $100.

Totals may not sum due to rounding.
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Client Training

Client training for an EBT system requires access to POS terminals

and an ATM trainer so that recipients can see the equipment they will be using

and practice using the equipment. This requirement means that it would be

difficult to train recipients individually as they apply for benefits.

Instead, it will be more efficient to train new recipients in group sessions.

The key variable in estimating client training costs, therefore, is

the number of weekly training sessions scheduled by the local office. Because

training sessions need to be held frequently to ensure that expedited service

cases have access to their benefits within five days of application, we assume

that a minimum of two training sessions per week is needed. Larger offices

with caseloads exceeding 3,500 may need more than two sessions to avoid

scheduling too many clients to a single session. We have therefore assumed an

average of 2.5 training sessions per week per office, or 10.8 training

sessions per month.

With an average monthly intake rate of 5 percent of the current

caseload, approximately 352,700 food stamp recipients and 188,600 AFDC

recipients nationwide viii need EBT training each month. I£ an average of 80

percent of the AFDC clients also receive food stamps, the total number of

clients needing training is 390,400. With 3,592 offices and an average of

10.8 training sessions per office, the average size of each group to be

trained is a little over 10--a very manageable size. The relatively small

average group size arises because small offices still need to schedule two

sessions a week to meet expedited service requirements.

Labor Costs. We assume that two office staff (a lead trainer and an

assistant) will be present during eech training session and that sessions will

tast about one hour. Total nationwide labor costs for training are estimated

at $1,92&,400, or about $36,300 per State Agency. On a per office basis,

averase monthly labor costs for training are $536.

Unlike labor costs for training during system implumntation, we

have not allocated one hour per session for a clerk to schedule appoint-

ments. We expect that scheduling will occur as clients complete the intake

process.
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Materials Costs. We have aLlocatea $0.50 per client ($0.55 after

applying an indirect cost factor of 10 percent) for training materials to be

handed out during training. These material costs will average about $60 per

office per month, $4,100 per State Agency, and $214,700 nationwide.

Hardware Costs. Each office is assumed to have three EBT terminals

for use during training. With an estimated purchase price of $600 per

terminal, the monthly amortization cost per terminal is $11.55 (assuming a

five-year amortization period and a five-percent cost of capital). The

estimated monthly service and maintenance cost is $11.00 per terminal. 1 The

total cost per terminal is therefore $22.55 per month, or $67.65 per office

with three terminals. Average terminal amortization and service costs for

training terminals are $4,600 per State Agency, or $2a3,000 nationwide.

Estimated monthly amortization costs for a $3,000 ATM trainer are

$57.74, using a five-year amortization period and a five-percent cost of

capital. Maintenance costs are estimated at $23.70, or $26.07 after indirects

are applied. With one ATM trainer per office, total monthly costs are $83.81

per office. At the State Agency level, these costs would average $5,700 per

month. Nationwide, estimated monthly costs are $301,000.

Card Issuance

Card issuance costs will vary depending on whether PINs are assigned

(and encoded on the card) prior to training or selected by clients during

training. If the latter, then a card encoder must be installed in each office

and an encoding clerk must be present during each training session. Estimated

costs for both approaches are presented below.

Labor Costs. If PINs need to be encoded on cards during training,

estimated monthly Labor costs for card issuance are $769,200 nationwide,

$14,500 per State Agency, and $214 per office. If PINs are pre-assigned, no

1The $11.00 monthly service cost includes a 10 percent indirect cost
allocation. This is the only hardware for which we do not use an estimate of
0.79 percent of purchase price for monthly service costs. (Estimated costs
would be $6.09 per terminal with the 0.79 percent rate.) Industry represen-
tatives gave a range of from $3 co $35 per month for terminal maintenance

costs. The $11.00 figure represents our best judgment as to average monthly
service costs.
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labor is needed. Cards could be handed out in sealed envelopes during

training, with the pre-assigned PIN listed on an insert in the envelope.

Card Stock. EBT cards need to be issued to new clients and to those

who report their cards as Lost, stolen or dam_aged. Based on experience in

Reading and Ramsey County, we estimate that 3.5 percent of the EBT caseload

will need replacement cards each month. Adding this 3.5 percent figure to the

5 percent intake rate yields an average of 663,800 cards to be issued across

the country each month.

We estimate the average cost of pre-encoded card stock at $0.50 per

card, or $0.55 after applying indirect costs. This estimate is Less than the

$0.70 cost assumed for initial card issuance. The difference arises because

the State Agency will not incur costs preparing and sending a tape file of

client information to the card manufacturer.

Hardware Costs. With PIN selection by the client, each office will

have one card encoder costing an average of $2,800 (which includes a data

encryption device for data transmission). With an assumed amortization period

of five years and a five-percent cost of capital, the monthly cost of the

encoder is $53.89. Monthly maintenance costs are estimated at $22.12, or

$2G.33 after applying the 10-percent indirect cost [actor. Thus, total

monthly costs are estimated to be $78.22 per encoder. For .all offices within

a State, the average hardware costs will be about $5,300 per month, or

$281,000 nationwide. Hardware costs are zero if PXNs are pre-assigned.

Recipient Hotline

Recipients participating in an EBT system will need a telephone

"hotline" to call to report lost or stolen cards or to report problems they

are having with the system. Hotline operators could be located within each

local office, or the State adlency could set up a centralized or a few regional

hotLine centers. Total staffing requiree_nts would be nearly the same

regardless of approach because the number of calls to be handled will be the

same. Because higher telecoe_unications costs would be incurred with regional

offices or a central hotline office (e.g., toll-free "800" numbers would need

to be established), we assume that each local office will provide a hotline

number for its caseload.
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If recipients call the hotline during hours when Local offices are

not staffed, we assume that the calls will be routed to the State Agency's

data processing center for resolution. The time to respond to these calls is

already incorporated in the previous estimates of State Agency Labor costs.

In providing hotiine services, Local offices will incur labor,

hardware, and telecommunications costs.

Labor Costs. It is difficult to estimate just how much time will be

needed to handle incoming calls on the recipient hotline. Experience from uhe

Reading EBT demonstration suggests that relatively few calls will occur--the

average number of calls each month is less than one percent of caseload

size. In contrast, the Ramsey County demonstration receives over 1,500 calls

each month from a caseload of about 10,000 cash assistance recipients. The

majority of these callers request information on account balances.

We estimate that, for an average-sized office, total labor require-

ments for the hotiine are 10 percent of one person's time, or about $260 per

month. For the average State Agency, hotline labor costs equal about $17,600

per month. Nationwide, monthly labor costs for providing recipient hotline

services are $933,900. Because hotline services are often provided in the

present coupon-based issuance system, a portion of the EBT hotline costs

simply replaces costs which are already being incurred.

Hardware Costs. Hotline staff will use EBT workstations to access

the vendor's EBT database to inquire about transaction histories and account

balances, or to place holds on accounts when cards are reported as lost or

stolen. These workstations also will be used for other administrative

functions (e.g., setting up new accounts). We estimate that an average-sized

office will need one workstation to perform the above activities. Some small

offices may not need any workstations (staff could call a district or State

office to gain access to the EBT system), but large offices will need more

than one workstation. Nationwide, we estimate that an average of about 1.2

workstations per office is needed.

Many local welfare offices have administrative terminals which could

be used as EBT workstations. Some of these terminals are already being fully

used, however, and converting others to EBT workstations might be technically

difficult or impossible. Therefore, of the 1.2 workstations per office which
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are needed, we assume thac an average of 0.8 workstations per office need to

be purchased and deployed. Thus, two-thirds of all EBT workstations will be

newly acquired; the remaining one-third wilt be administrative terminals

already located in local welfare offices.

At an estimated average cost of $4,000 per workstation, the

amortized cost per workstation is $76.99 per month using a five-year amortiza-

tion period and a five-percent cost of capital. Monthly maintenance costs are

$3a.76, including a 10-percent indirect cost factor. Total monthly costs per

new workstation are $111.75.

With an average of 0.8 new workstations per office, total monthly

workstation costs are $89.40 per office, $6,100 per State Agency, and $321,100

nationwide.

Because the information to be transmitted from each workstation is

sensitive, data transmissions need to be secure. Hither than using expensive

leased lines to obtain the security, ye assume that less expensive data

encryption devices will be used. Prices for such devices show remarkable

variation--from around $600 to as much as $6,000. Encrl_ption devices costing

about $1,000, however, should provide sufficient security. The amortized cost

for a $1,000 encryption device is $19.25 per month, using a five-year amorti-

zation period and a five-percent cost of capital. Naintenance costs add $8.69

per month, yielding a total monthly cost of $27.94 per device. Encryptive

devices need to be installed on all work_tatlons (new and old), so average

monthly costs are $33.53 per office, $2,300 per State Agency, and $120,&00

nationwide.

_en workstation and encryption device costs are coRbined, total

monthly hardware costs are $122.93 per office, $8,300 per State Asency, and

$441,600 nationwide.

Telecommunications Costs. No teleco0municacions costs are incurredm

for the inbound hotline calls; these are local calls initiated by recipients.

Telecommunications between the local office and the vendor's database are

Likely to be long-distance calls, and we have esciemted the cost of these

calls et $200 per month, or $220 with an indirect rate of 10 percent. Average

monthly costs for all offices within a State Agency are $37,300. Nationwide,

costs are estimated at $1,975,600 per month.
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Other Administrative Duties

In addition to card issuance, training, and hotiine support, local

office personnel will have other administrative duties related to the EBT

system. For instance, recipients may call their caseworkers rather than the

hotline for assistance. Clerks will need to schedule training appointments

and handle associated paperwork. Supervisors will need to manage all EBT-

related activities and fill in when staff are absent. Based on time study

data from the Reading EBT demonstration, we estimate that--for an average size

office--approximately 15.6 hours of clerk time will be needed each month.

Caseworker time will average 16.3 hours per month, and supervisors will need

to spend about 3.6 hours per month on EBT-related activities. Total labor

costs per office for these positions are $605. On a Statewide basis, total

labor costs to perform these administrative duties are $&l,000. For all 53

State Agencies, estimated total labor costs are $2,174,500.

Summary of Local Office Operatin_ Costs

Exhibit 8-12 s---,_rizes local office labor costs for client

training, card issuance, staffing the recipient hotline, and performing other

administrative functions. If recipients select their own PINs, the estimated

total average cost for all four functions is $1,615 per office, $109,500 per

State Agency, and $5,802,000 for all 53 State Agencies. If PINs are assigned,

total nationwide costs fall to $5,032,800.

Total local office costs (including labor, materials, hardware and

telecommunications) are s----_rized in Exhibit 8-13. With PIN selection,

average total costs per office are $2,680 per month. On a Statevide basis,

average monthly local office costs for EBT-related activities are $181,600.

Nationwide, these administrative costs are about $9.6 million per month. With

PIN assignment, nationwide costs are about $8.6 million per month.

SYSTEM VENDORS

A number of different commercial organizations will be supplying

services to Federal and State Agencies in a nationwide EBT SysTem. The major

organizations will be those companies which have developed the EBT systems; we

refer to these companies as the system operators. Other organizations include
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Exhibit 8-12

AVKRACE MONTHLY LOCAl, OFFICE LABOR COSTS:
_T-T-APPBOACItKS

Per Office Per State Agency Nationwide

Client Training

Lead trainer (hours) a 13.5 918 48,641
Assistant (hours) a 13.5 918 48,641
Total labor cost $536 $36,300 $1,924,400

Card Issuance

Clerk (hours) a 13.5 918 48,641
Total labor cost b $214 $14,500 $769,200

Recipient Hotline

Caseworker (hours) 15.2 1,027 54,448
Total labor cost $260 $17,600 $933,900

Other Labor

Clerk (hours) 15.6 1,060 56,158
Caseworker (hours) 16.3 1,108 58,711
Supervisor (hours) 3.6 241 12,763
Total labor cost $605 $41,000 $2,174,500

I IIIL

Total Labor Costs

vith PIN Selection $1,615 $109,500 $5,802,000

Total I_bor Colts

vith PIH Assi_nc $1,401 $95,000 $5,032,800

i i i iiii

Notes: aTotal esti,,,ted tm per session is 1.25 hours, which includes 15
minute_ for staff to Bosom to and from the trainins room.

bLabor comtm ere zer i£ PZNm are pre-mmmi_ .d.

Totals may not sum due to rounding.
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Exhibit 8-13

AVERAGE MONTHLY LOCAL OFFICE OPk'R&TINC COSTS:

AI_- APPROACHES

Per Office Per State Agency Nationwide

Client Training

Labor $536 $36,300 $1,924,400

Materials 60 4,100 214,700

Hardware 151 10,300 544,000

Total cost $747 $50,600 $2,683,200

Card Issuance with PIN Selection

Labor $214 $14,500 $769,200

Card stock 102 6,900 365,100

Hardware 78 5,300 281,000

Total cost $394 $26,700 $1,415,200

Card Issuance with PIN Assignment

Card stock $102 $6,900 $365,100

Recipient Hotline

Labor $260 $17,600 $933,900

Hardware 123 8,300 441,600

Telecommunications 550 37,300 1,975,600

Total cost $933 $63,200 $3,351,100

Other'Administrative Duties

Labor $605 $41,000 $2,174,500

Total Local Office Costs

with PIN selection $2,680 $181,600 $9,624,000

Total Local Office Costs

with PIN Assignment $2,387 $161,800 $8,573,900

Note: Totals may not sum due to rounding.
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POS and ATM networks, transaction acquirers, and other financial institutions.

Finally, State Agencies are likely to contract with commercial organizations

for hardware maintenance and service, but the chapter has incorporated these

cos:s with each discussion of hardware-related costs.

This section divides vendor costs into five subsections: terminal

costs, transaction-based fees, account-based fees, ho,line services for

retailers, and settlement costs.

Terminal Costs

Costs related to POS terminals include _rtization and maintenance

costs, terminal deployment in stores newly authorized Co participate in the

Food Scamp Program, the cost of removing terminals from stores which leave the

Food Stamp Program, and retailer training.

Amortization and Maintenance Costs. As noted in Section 8.2, we

estimate that system vendors will need to deploy 527,200 POS terminals in a

nationwide EBT system. This assumes terminal placement in every lane, an

average of 2.6 checkout lanes in program-auChorised stores, and that an

additional 50,000 terminals will be deployed by the connercial sector.

Another 26,360 terminals need to be purchased to provide a five-percent

inventory for replacements. Future studies may indicate that terminals do not

need to be deployed in every lane to maintain client servxce, and the impact

of reduced lane coverage is considered at the end of this chapter.

Although the POS industry typically uses three years as an amortiza-

tion period for terminals, we have taken a more [iberal view. We assume that

terminals will average five years of service before needins replacement.

Several factors enter into this assessment. First, terminals in the Reading

EBT demonstration already have been in service for over five years without a

major replacement or upgrade effort. Second, vhiXe coemercial POS networks

may upgrade terminals in order to obtain newer terl_nals with $reaCer func-

tionality, ye believe the Federal goverment will take a more conservative

approach, repLacin$ terminals only as they wear out. Third, terminals which

malfunction in the first year of operations will often be replaced under the

manufacturer's warranty. Thus, the failure of poorly manufactured terminals

does not affect our estimate of average useful terminal life.
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With an average purchase price of $600, monthly amortization costs

for each deployed terminal are $11.55, with a five-year amortization period

and a five-percent cost of capital. Estimated monthly service costs are

$11.00 per terminal. Total monthly costs for the 527,200 deployed terminals

are about $11,888,360. An additional $304,500 per month is needed :o amortize

the five-percent inventory (which would not incur monthly maintenance fees).

Thus, total estimated monthly costs for all terminals are $12,192,100, or an

average of about $230,000 per State Agency.

Terminal Installation. The number of program-authorized stores is

never static. As ney stores are built, they may seek program authorization.

Existing stores may go out of business, become disqualified for further

program participation, or simply decide that they no Longer wish to partic-

ipate in the Food Stamp Program. While ye assume that the total number of

program-authorized stores remains fairly constant, terminals have to be

installed in new stores.

We estimate that, each month, the number of stores entering the Food

Stamp Program viii equal one percent of the existing base of participating

stores, l With approximately 222,000 existing stores, terminals will need to

be deployed in about 2,220 stores each month. With an estimate of 2.6

terminals needed, on average, per store, about 5,772 terminals need to be

installed each month. However, with our assumption that 50,000 commercial

terminals will be deployed nationwide (or 8.7 percent of the total number of

terminals), we assume that 500 of these new terminals will go in stores

electing to deploy commercial terminals. Thus, system vendors will need to

deploy only about 5,272 EBT terminals each month. At an average installation

cost of $300 per terminal, total estimated installation costs are $1,581,600

per month. No allowance is made for the purchase of these terminals because

we assume the terminal deployer viii use terminals removed from stores Leaving

the program.

Terminal Removal. Less Labor will be required to remove terminals

from scores Leaving the program than to install terminals. With average

installation labor costs estimated at $50 per terminal, we use $20 per

1The one-percent rate reflects experience in the Reading £BT
demonstration.
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terminal as an average Labor cost for removal. Because we have assumed a

relatively constant number of program-authorized recallers, the number of

terminals to be removed each month equals the number being installed, or

5,272. Nationwide, estimated labor costs for removing terminals are $105,400.

Retailer Training. We assume that the vendor installing terminals

will spend an average of three hours (including travel time) at each store

training managers and clerks. Estimated training costs are $130,500 per month

nationwide. Adding $0.50 per terminal for training materials (e.g., a

terminal user's guide) brings total costs co $133,100 per month.

Summer 7 of Terminal Costs. Adding all four coml_onents of terminal

costs together yields an estimate of $14,012,200 per month, or an average of

$264,400 per State Agency.

Transact£on-Based Fees
t

Our interviews with representatives of the POS £nduscry indicate

that system operators of an EBT system would most Likely prefer a combination

of transection-based and account-based fees Co pay for the transaction

authorization services they provide. Even if Scare Agencies or FNS and FSA

negotiated different payment terms (e.g., a flac race per case month), system

operators would probably use expected counts of transactions and account

records to calculate their costs before negotiating payment terms. This

section describes the expected costs chac vary by transaction counts.

Some of the transaction-based costs described in chis section may

noc be incurred directly by system operators. Examples are payments co

transaction acquirers, ATM networks and network switches. System operators

could collect fees co cover these costs, or Federal and SCare Agencies could

pay the individual service providers directly. Because many of chase types of

fees are often paid during system settlement, it may make mere sense for

system operators to pay the fees out o£ charges imposed on State and Faders!

Agencies. Thus, we consider all transaction-based fees £n this section,

regardless of vh£ch organization u[clmaCely gets paid. To the extent that

multiple services are provided by the same organization, coral costs would

likely decline due to the increased value of the basic contract.

229



Transaction Counts. Before discussing transaction-based fees in a

nationwide EBT system, the number of expected transactions needs to be

estimated. Based on the experience of the Reading and Ramsey County

demonstrations, we estimate thac food stamp recipients will average 8.0

transactions per month ac POS terminals. AFDC recipients will average 4.0

transactions per month, some ac Al"Ms and some at POS terminals. We assume

thac the AFDC transactions will be split evenly between ATMs and POS termi-

nals, although no empirical evidence exists to support this assumption. 1

The average number of transactions each recipient makes ac POS

terminals and ATMs can have a major impact on monthly system operating

costs. While our cost estimates are based on the above expected usage

patterns, :he cost impacts of greater system usage are explored at the end of

the chapter.

With over 7 million food stamp households, the number of expected

food stamp transactions ac POS terminals is about 56.4 million per month. The

number of AFDC households is over 3.7 million; these households are expected

to generate over 7.5 million POS transactions each month and an equal number

of ATN transactions. The total number of expected POS transactions,

therefore, is about 64.0 million per month. 2

Transaction costs will vary depending upon whether the transaction

originates at a commercially deployed POS terminal or an EBT system deployed

terminal, so ve need to estimate the number of POS transactions originating at

commercial terminals. Nationwide, the expected average number of £BT transac-

tions per POS terminal is about lll per month. 3 Because connnercial terminals

lin Eamsey County, approximately 75 percent of AFDC transactions are
originating at ATMs. Because there are currently very few POS terminals in
the Ramsey County demonstration, we do not believe this percentage is indica-
tive of the relative use o£ AT!ts and POS terminals by AFDC clients in a fully
deployed EBT system.

2In Chapter 2, we estimated that an EBT system would handle approxi-
mately 100 million transactions a month. This estimate, hoverer, included
administrative transactions and issuance transactions, which are not counted
in calculating fees. Industry representatives indicated that system operators
probably would not charge for these transactions separately (i.e., regular
transaction fees vould cover the costs of processing these transactions).

3Calculated by dividing 63,980,184 transactions by 577,200
terminals.
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are likely to be deployed at stores which are larger and busier than the

average program-authorized store, we assume that these terminals will handle

twice the national average, or about 222 EBT transactions per month. With

50,000 commercial terminals, the estimated number of transactions originating

at commercial terminals is about 11 million, leaving 53 million transactions

originating at system-deployed terminals (or an average of 100 transactions

per terminal per month).

Transaction Processin_ Steps. Before presenting estimates of

transaction-based fees, one needs to understand the steps involved in

processing a commercial POS transaction and the organizations providing

services. As summarized in Exhibit 8-14, the process begins at the retailer's

store. The retailer either owns the POS terminal or leases it from the

terminal deployer. The terminal builds the transaction request aessage and

sends it to the transaction acquirer (which is often the financial institution

which deployed the terminal). The retailer incurs teleconvnunications costs as

the transaction messages are sent and received. Depending upon the negotiated

contract between the retailer and transaction acquirer, either may be respons-

ible for paying these costs.

The transaction acquirer receives the message, verifies that the

transaction originated at an authorized terminal, and sends the transaction

message on to either a network switch or the card issuer (i.e., the organiza-

tion which issued the debit card used to initiate the transaction). The

transaction acquirer relays the authorization response from the switch (or

card issuer) back to the terminal. The acquirer also captures information on

the amount of the transaction and the retailer so that, during daily settle-

ment, the acquirer can deposit funds to the retailer's deposit account. The

acquirer pays the telecommunications costs between itself and the switch or

card issuer.

I£ transaction messages are not passed directly between acquirers

and card issuers, a network switch is responsible for routing ail transactions

from the acquirer to the appropriate card issuers. The switch pays the

telecommunications costs between itself and the card issuer. The switch also
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Exhibit 8-14

TRANSACTION PROCESSING STEPS

Organization Services Provided

Retailer · Owns or leases terminal

· Terminal builds transaction message

· Nay pay costs of telecommunications
between retailer and acquirer

Transaction Acquirer · Acquires transaction (receives

(Terminal Deployer) message)

· Verifies identity of terminal and
merchant

· Routes transaction to switch or card

issuer

· Settles retailer's account

· May pay costs of teleco_nunications

between retailer and acquirer

· Pays telecommunications costs to switch
or card issuer

Switch · Routes transactions from acquirers to
card issuers

· Settles all acquirer and card issuer
accounts

· Pays teLeco_unications costs between
itself and card issuer

Card Issuer · Issues debit cards

· Authorizes transaction requests
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settles all accounts ac the end of the processing day, drawing funds from card

issuers' accounts and depositing :hen into transaction acquirers' accounts.

Finally, :he card issuer receives :he transaction message (from

either the acquirer or the switch) and processes the transaction against :he

cardholder's account. During chis process, :he card issuer verifies :he

customer's PIN and account status and checks the transaction dollar amount

against the customer's remaining balance.

In an EBT system, the system vendor acts as card issuer. In the

State-Initiated systems, the vendor may also deploy terminals, thereby

becoming the transaction acquirer and elim£na:ing the need for a network

switch. This Ls Less Likely in the Regional and National approaches because

of the number of terminals involved. Even in these approaches, however, the

system vendor may deploy terminals in some markets.

Regardless of system approach, EBT transactions originating from

commercially deployed terminals will pass through the netvork svitch serving

those terminals. The svitch rill route these transactions to the system

vendor for authorization.

Fees to Transaction Acquirers. Based on intervievs with industry

representatives, transaction acquirers generally charge becveen $.06 and $.10

per tramsaction to acquire and settle trauasactionl, so ve use an average of

$.08 per transaction. This fee does not cover the retailer's teleco_nica-

tion costs, which _e estimate to average $.10 per Crameaction. 1 The retailer

may also incur basic monthly charges for the telephone lines used by an EST

system, which ye assume vol1 be borne by the retailer. In many cases these

costs v£1! be sa_al! or nonexiscamt, aa when an existing IOns is used for EBT

transactions in stores vich small food stomp redemption volumes.

At a total colt of $.18 per transaction, total _nthly acquisition

fees for POS transactions in a nationvide EBT system rill equal approximately

$11.5 million (based on 64 million transactions). This same cost is incurred

lTelecommunications costs can range from zero to up to $.25 per
transaction, depending on class of telephone service, distance to the
acquiring institution, and whether dial-up or Leased Lines are used.
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in each of the development approaches, because transactions must be acquired

regardless of system design.

Acquisition fees also need to be paid for ATM transactions generated

by AFDC recipients. A/_M acquisi:ion fees generally range from $.50 to $i.00

per [ransaction, depending on which AIM network is being used. We assume an

average cos: of $.60 per transaction, or $4.5 million for the estin_lted 7.5

million ATM transactions each month.

Fees to Retailers. Retailers presently incur coupon-handling costs

to participate in the Food Stamp Program (i.e., coupons must be sorted,

counted and deposited in the retailer's bank, and Redemption Certificates must

be filled out and submitted to the bank). An evaluation of the Reading EBT

demonstration estimates coupon-handling costs at $19.19 per $1,000 of benefits

redeemed. 1 These costs will be eliminated in an EBT system.

Retailers will incur other costs in an EBT system, as described in

this section. These costs generally will be lower than coupon-related costs,

and it is Likely that retailers may need to absorb some of the EBT system

costs if a nationwide EST system is to be economically feasible. This can be

done while still reducing retailers' overall costs to participate in the Food

Stamp Program.

For commercial terminals, the retailer will either own the store's

POS terminals or lease then from the transaction acquirer. Thus, even if

State or Federal Agencies pay all the EBT transection acquisition fees charged

by the acquirer, the retailer may expect payment for an EBT system's use of

the co-_,ercial terminals he owns or leases. Although it i$ difficult to

predict the final outcome of negotiations between retailers and the EBT system

operator, we have allocated $.03 per transaction to cover retailer costs.

With our assumption that commercial terminals will handle, on average, 222 EBT

transactions per month, the retailer would collect $6.66 in EBT fees per

terminal each month, or about 30 percent of the terminal's estimated monthly

amortization and maintenance costs.

1john A. Kirlin et al., The Impacts of the State-Operated Electronic
Benefit Transfer System in Reading, Pennsylvania, Cambridge, Massachusetts:
Abt Associates Inc., February 1990, pp. 186-191.
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With an estimated 11 million EBT transactions being generated each

month at coaTnercially deployed terminals, this fee represents a cost of about

$332,500 per month.

Another cost which retailers would incur is the $.10 per transaction

telecommunications charge (which has already been included as part of the $.18

per transaction acquisition charge). For stores with commercially deployed

terminals, this cost equals an average of $22.20 per terminal per month. For

all other stores, the average cost is $10.00 per terminal per month. These

figures are based on estimated average monthly transaction counts of 222 and

100, respectively, at commercial and EBT terminals.

We noted earlier that retailers' EBT costs generally would be less

than coupon-handling costs. In Reading, the average food stamp purchase

amount across all stores was about $16._ per transaction, so 61 transactions

generated about $1,000 in redeemed benefits. At a cost of $19.19 per $1,000

of redeemed benefits, the average coupon-reLated cost per transaction was

$.31. The EBT costs noted above average between $.10 and $.13 per transac-

tion. While this comparison does not include all retailer costs related to

either system (e.g., training costs or the costs of basic phone service), it

does indicate the relative amgnitude of coupon-related costs which will be

eliminated with the introduction of an EBT system. Consequently the

assumptions for cost-sharing with retailers, as well as other vendors, are re-

examined later in this chapter.

Fees to Network Switches. Estim-ted fees for each POS and AIM

transaction passins through a network switch are $.05 per transaction. In the

Regional and National EBT systems, we assume that all ATM transactions and 80

percent of all POS transactions viii pass through a switch, which will then

route the transactions on to the EST system operator(s). The operator will

acquire 20 percent of the POS transaction itself. With 6&.O million POS

transactions and 7.5 million ATM transactions, total switch fees will equal

$2.9 million each month.

In the State-Initiated systems, we assume that only those transac-

tions originating at commercial terminals or ATMs will pass through a switch.

As system terminals are deployed, a_reements can be reached with terminal

deployers (transaction acquirers) to route EST transactions directly to the

system operator. With an estimated II million POS transactions originating at
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commercial terminals, total switch fees for POS transactions in the State-

Initiated systems equal $554,200. Switch fees for ATM transactions will equal

$377,100, bringing total switch fees in this design to $931,300 per month.

Fees to System Operators. The system operator will process each POS

and ATM transaction against the EBT system's recipient database, authorizing

or rejecting transactions depending on the recipients' remaining balances.

The number of EBT transactions processed by individual system

operators will vary depending upon system design. In the State-Initiated EBT

systems, monthly transaction volume for an average-sized State will equal 1.3

million transactions. If seven regional vendors are used in the Regional

system, average monthly transaction volume per vendor is 10.2 million transac-

tions. In a National EBT system, one vendor would process all 71.5 million

transactions. 1

System operators' unit costs to process POS and AIM transactions

will vary depending upon monthly volume. Generally, one would expect per-

transaction fees to decline as volume increases. In the State-Initiated EBT

systems, we estimate processing fees at $.06 per transaction. This fee drops

to $.04 per transaction in the Regional systels. In the National system,

however, we use $.05 per transaction as the estimated fee required by the

system operator. This increase in unit cost (relative to the Regional system)

reflects the greater processing costs expected to occur in a very large and

complex data processing system. 2

With this fee structure, estimated monthly fees for transaction

processing are $4.3 million in the State-Initiated systems, $2.9 million in

the Regional systems, and $3.6 million in the National system.

S-mm_r¥ of Transaction-Based Fees. Exhibit 8-15 summarizes monthly

transaction-based fees for POS and AIM transactions. Total monthly fees for

POS transactions range from $16.3 million in the State-Initiated EBT systems

to $17.6 million in the National system. Fees are lower in the State-

IThis includes 64.0 million POS transactions and 7.5 million AIM
transactions.

2Reasons for expecting higher operating costs in a National system

are presented in Chapter 4.
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Exhibit 8-15

SUMMARY OF TPJ_IqSACTION-BASED FEES

(Millions of Dollars)

State-Initiated Regional National

Transaction Acquisition
POS trx ($.18 per trx) $11.52 $11.52 $11.52

AIM trx ($.60 per trx) $4.53 $&.53 $4.53

Retailer Fees
Commercial terminals

($.03 per trx) $.33 $.33 $.33

Network Switches
POS trx ($.05 per trx) $.55 $2.56 $2.56

ATM trx ($.05 per trx) $.38 $.38 $.38

System Operators
POS trx ($.0&-$.06 per trx) $3.85 $2.57 $3.21
ATM trx ($.0&-$.06 per trx) $.&5 $.30 $.38

IIII IL

Total Fees

POS trx ($.22-$.32 per trx) $16.25 $16.98 $17.62
ATH crx ($.69-$.71 per trz) $5.35 $5.20 $5.28

Note: TotaLs may not sum due to rounding.
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Initiated systems because, even :hough processing fees are $.01 to $.02 higher

per transaction :nan in :he other systems, fewer transactions pass through a

network switch. The total cost per transaction ranges from $.24 to $.32 in

the State-!nj:ia:ed systems. In the Regional and National systems, total

costs per transaction range from $.22 to $.32.

Total monthly fees for ATH transactions vary from $5.2 million in

the Regional system to $5.4 million in the State-Initia_ed systems. The total

cost per transaction is 5.71 in the State-Initia_ed systems, $.69 in :he

Regional system, and $.70 in the National system.

Account-Based Fees

The system operator will incur the costs of maintaining and updating

the EBT system's recipient database. Fees to cover these costs may be

separately charged, or they may be included as part of a negotiated package

fee structure (e.g., a flat fee per case month or a fee per transaction :hat

covers all costs).

We estimate that, nationwide, approximately 11.6 million records

will need :o be maintained on the EBT database. This includes 10.8 million

records for active food stamp and AFDC households and another 0.8 million

records (7.5 percent of the active records) for previously active households
1who still have benefits Left in their accounts.

As with transaction processing, system operators' unit costs for

maintaining account records are expected to vary by :he size of the da:abase.

For :he S:a:e-lnitia:ed systems (where :he average database size will equal

1When the AFDC and food stamp household includes the same family
members (or the same head of case), system operators may use a single record
for the EBT account. Industry representatives, however, suggested chat system
opera:ors might charge separately for :he AFDC and food scamp portions of :he
account. Thus, we use 10.8 million records rather than 7.8 million records,
which is the unduplicated active case count.

The allowance for inactive accounts assumes that 5 percent of the
caseload leaves the system each month and that an inactive account is main =
rained for 90 days if it still carries a positive remaining balance. We
assume _hac one-half of the inactive accounts carry a positive balance,
yielding a 7.5-percent allowance (i.e., 3 months times 5 percent times 50
percent).
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about 219,600 records), es:imated fees ·re $,06 per account, or $465,500 per

month for all 53 St·tm Agencies. In the Regional system, estimated unit costs

are $.02 per account, or $232,800 per month nationwide. Finally, in the

National system, we again believe there are diseconomies of sc·Lc; the esti-

mated unit cost is $.03 per accoun:, or $3&9,100 per month.

Xotline Services for Retailers

In a nationwide £BT system, retailers will have to call vendors to

report malfunctioning equipment, co enquire whether a questionable transaction

was indeed processed correctly, or to request manual authorizations when their

equipment or the system [s not operating. The same vendor may not be respons-

ible for handling all calls. That is, vhile the system operator will have to

respond to requests for manual authorizations and inquiries about individual

transactions, the transaction acquirer will probably be responsible for

arranging service visits for equipment. In this section we estimate the total

costs of providing hotline services, regardless of which vendors may incur

these costs. As with account-based costs, a system operator's costs for

hotline services might be included in · negotiated package fee rather than

separately charged.

Manual Authorizations. Based on experience in Reading, we estimate

that 0.3 percent of all POS transactions vii1 need manual authorization. The

base includes both [ood stamp and AFDC purchases at POS terminals, so an

esCimated 191,900 transactions will need manual authorization each month

nationwide. We further estimate that manual authorizations viii require five

minutes of an operator's time co complete the call, enter the transaction data

on the system's database, and vaic for the next call. With a 3S-hour workweek

about 106 hotline staff are needed, generating $295,500 in monthly labor

COSTS.

Using · toll-free 800 number, we estimate that the average cost per

call will be $.75 in the State-Initiated systems, $1.00 in the Regional

systems, and $1.25 in the National system. The increased costs arise from

longer distances [or calls in the Regional and National systems. Total

estimated telecommunications costs, therefore, are $1&&,O00 in the State-
Initiated systems, $191,900 in the Regional systems, and $239,900 in the

National system.
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Adding labor and telecommunications costs, total monthly costs for

providing manual authorizations are $439,500 in the 5tate-lniciated systems,

$487,500 in the Regional systems, and $535,400 in the National system. With

an estimated 191,900 manual authorizations per month, average costs per

authorization range from $2.29 to $2.79. If one views these costs as trans-

action "acquisition" costs and compares them to the $0.18 per :ransaction

acquisition costs for electronically acquired transactions, the high cost of

manually authorized transactions is apparent.

Other Ho:line Services. In Reading, the average number of recaller

calls [o the hotline each month (excluding calls for manual authorizations) is

about 50 percent of the number of retailers participating in :he system.

Applying this rate to the 222,000 retailers nationwide, one would expect about

111,000 calls per month.

As in :he Reading EBT demonstration, most retailer calls are likely

to concern equipment problems, so these calls will be placed to the terminal

deployer or maintenance contractor. The cost of responding to these calls is

assumed to be covered in the deployer's or service provider's existing

contract fee structure. Thus, no additional costs are allocated for this

function.

Settlement Costs

System operators will settle the EBT system at the end of each

processing day. Ak:hough industry representatives said that the operators'

costs of settlement processing would be covered through account-based or

transaction-based fees, system operators will have to pay the systems'

clearinghouse banks for settlement data passed through the Federal Reserve's

Automated Clearinghouse (ACH) network. We have allocated $.05 per item to

cover ACH fees.

An ACH "item" is a record instructing the Federal Reserve to debit

funds from an account and to credit :hess funds to a retailer's account. The

Federal Reserve, of course, does not actually credit a retailer's account.

Instead, it passes the credit information to the appropriate transaction

acquirer.
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Based on data from :he Reading demonstration, about 90 percent of

all retailers will process some BBT transactions each day. Thus, we estimate

chat 199,800 settlement items wiiI be passed to the ACH each banking day. The

average number of banking days per month is 21.5, so about 4.3 million items

will be generated each month. At $0.05 per item, ACH costs during settlement

will equal about $214,800 per month.

I: is possible :ha: some system operators could act as a clearing-

house institution themselves, bypassing the Federal Reserve's ACH network.

Most POS networks use the ACH, however, and significant savings might be

realized only if the system operator used a financial institution which

already held most retailer accounts. This is possible in local markets, but

unlikely in any Statewide implementation. We therefore do not anticipate any

significant savings in settlement costs from this approach.

Summary of System Vendor Costs and Possible Cost Reductions

Estimated monthly costs incurred by vendors in a nationwide £BT

system are summarized in Exhibit 8-16. Total vendor costs are about $36.7

million in the State-Initiated systems, $37.1 million in the Regional systems,

and $38.0 million in the National system.

Vendor costs are by far the largest component of an EBT system's

monthly operating costs, and the estimated costs presented in Exhibit 8-16

could well make an £BT system too expensive to operate as an alternate

issuance system in the Food Stamp or AFDC programs. The question therefore

arises as to whether vendor costs could be reduced. As explained below,

several factors could act to reduce costs.

First, the cost estimates presented in Exhibit 8-16 are based on

today's prices. Terminal prices and industry processing fees have declined in

recent years, and they could decline further over the next several years.

This is especialty true for transaction-based fees as transaction volumes and

processing efficiencies increase.

Second, most of the estimated vendor costs are averages of existing

price structures. An example is transaction acquisition fees. While these

fees typically range from $.06 to $.10 a transaction, we have used an estimate

of $.08 s transaction. In selecting terminal depkoyers, system vendors or
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Exhibit 8-16

SUMMAI_YOF SYSTEM VENDOE COSTS
(Millions of Dollars)

State-Initiated Regional National

TerminaX Costs
Amortization and maintenance $12.19 $12.19 $12.19

Installation $1.58 $1.58 $1.58

Removal $.11 $.1! $.11

Retailer training $.13 $.13 $.13

Total $14.01 $14.01 $1&.01

Transaction-Based Fees
POS transactions $16.25 $16.98 $17.62

ATM transactions $5.35 $5.20 $5.28

Total $21.61 $22.18 $22.90

Account-Based Fees $.47 $.23 $.35

Manual Authorizations $.44 $.&9 $.5&

Settlement Costs $.2! $.21 $.21

I

Total Vendor Costs , $36.74 $37.13 $38.01

Note: Totals may not sum due to rounding.
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Federal or State Agencies might be able to negotiate costs at the Lower end of

the industry range. The same is true for ocher cost components.

Third, our approach to estimating costs has been to identify each

task or service to be performed by vendors and to cost these services

separately. The cost estimates have not considered any possible economies

which might occur if a single vendor were providing multiple services. For

instance, if a system vendor acquires or switches transactions as well as

authorizing them, total fees might be less than the sum of the component cost

estimates. Other services which would definitely be provided by the system

operator are account maintenance and authorization of manual transactions.

Finally, the cost estimates include fees paid to retailers for

telecommunications costs and use of commercially deployed terminals.

Implementation of an EBT system, however, will reduce retailers' present costs

of handling food stamp coupons. It is likely that these fees could be reduced

or eliminated without increasing retailers' costs to participate in the Food

Stamp Program.

Taking these factors into consideration, by how much might the

estimated costs in Exhibit 8-16 be reduced? With the following changes in

individual cost assumptions, total vendor costs could be reduced by $7 to $8

million per month, as shown in Exhibit 8-17:

· average terminal purchase cost reduced from $600 to
$550,

· average POS acquisition fees reduced frol $.08 per
transaction to $.06,

· average ATIt acquisition fees reduced from $.60 per
transaction to $.S0,

· average switch fees reduced from $.05 per transaction
to $.035,

· average POS and ATH authorization fees reduced by $.01
per transaction,

· pa_nnents to retailers for use of coeIBercial terminals
eliminated,

· payments to retailers for telecommunications costs
reduced from $.10 per transaction to $.05,

· account maintenance fees reduced by half, and

· manual authorization costs reduced by 10 percent.
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Exhibit 8-17

SUMMARYOF REDUCED SYSTEM VENDOR COSTS
(Millions of Dollars)

State-Initiated Regional National

Terminal Costs

Amortization and maintenance $11.66 $11.66 $1!.66

Installation $1.58 $1.58 $1.58

Removal $.11 $.11 $.11

Retailer training $.13 $.13 $.13

Total $13.48 $13.48 $13.48

Transaction-Based Fees
POS transactions $10.63 $10.75 $11.40

ATM transactions $4.41 $4.26 $4.34

Total $15.05 $15.02 $15.73

Account-Based Fees $.23 $.12 $.17

Manual Authorizations $.40 $.44 $.48

Settlement Costs $.21 $.21 $.21

Total Vendor Costs $29.37 $29.27 $30.08

Note: Totals may not sum due to rounding.
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Any one of these new cost assumptions is defensible, given the factors noted

above. Whether it is possible that all could occur is difficult to ascertain.

Nevertheless, these assumptions provide cost estimates which form a reasonable

lower bound for total vendor costs.

OVERALL SUMMARY OF SYSTEM OPERATING COSTS

Exhibit 8-18 combines all cost factors and presents the _o_al

estimated costs to operate a nationwide EBT system each month. High and !ow

cost estimates are given at the bottom of the table. The high estimate uses

the vendor costs presented in Exhibit 8-16 and assumes selection of PINs by

recipients during training. The low estimate assumes the less costly PIN

assignment approach and uses the reduced vendor cos_ estimates presented in

Exhibit 8-17.

For the high estimate, total monthly costs to operate a nationwide

EBT system vary from $51.6 million to $52.5 million, dependini on development

approach. The low estimates are $8 tO $9 million lower, varying from $42.8

million to $43.6 million.

The estimated monthly operating costs viii be allocated between the

Food Stamp and AFDC programs. Furthermore, each program's costs will be

shared by State Agencies and the respective Federal Agencies, F_IS and FSA.

Exhibit 8-19 shows the allocation of total monthly operating costs by program

and agency. Total Food Stamp Program costs range from about 531.8 million to

$39.3 million per month. AFDC costs vary from $10.9 million to $13.3 million

per month.

In dividing total monthly operating costs into those related co the

Food Stamp and AFDC programs, some costs could be unambiguously allocated to

the individual programs. Examples of such costs are those incurred by FNS and

Faa and ATM acquisition and processing fees. Other costs are allocated on the

basis of the relative size of the food stamp and AFDC caseloads. These costs

include State Agency Labor, benefit issuance, card issuance, recipient

training, and account maintenance fees; Finally, some costs are allocated in

proportion to the POS transactions initiated by food stamp and AFDC recip-

ients. These costs cover terminal amortization and maintenance, retailer

training, manual transactions, and POS transaction acquisition and processing.

Appendix C provides greater detail on the allocation of syscom operating costs

between programs.
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Exhibit 8-18

TOTAL MONTHLY SYSTEM OPERATINC COSTS

State-Initiated Regional National

FNS $973,500 $962,900 $953,300

FSA $30,000 $26,300 $21,000

State Agencies $6,231,700 $3,926,900 $3,930,700

Local Offices

With PIN Selection $9,626,000 $9,62&,000 $9,626,000

With PIN Assignment $8,573,900 $8,573,900 $8,573,900

Vendors

Low Estimate $29,369,000 $29,265,000 $30,083,600
High Estimate $36,740,400 $37,126,300 $38,007,800

I

Total Monthly Costs
Low Estimate a $43,178,100 $42,750,900 $43,562,500

High Estimate b $51,599,600 $51,662,300 $52,536,900

Note: aLow estimate uses [over vendor cost estimate and assumes assignment of
PINs.

bHigh estimate high base vendor cost estimate and assumes PIN selection
by clients.

All cost estimates based on 7,054,773 food stamp cases and 3,771,000
AFDC cases.

Totals may not sum due to rounding.
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Exhibit 8-19

ALLOCATION OF TOTAL I,ION'_I:iLY COSTS
BY PROG'!L_'! AND ._CY
(Millions of DolLars)

State-Initiated Regional Nanional

Food Stamp Program

FNS share $16.5 - $19.? $16.4 - $19.8 $16.7 - $20.1

State Agency share $15.5 - $18.7 $15.6 - $18.8 515.7 - $19.2

Total $32.0 - $38.3 $31.8 - $38.6 $32._ - $39.3

AFDC Program

FSA share $5.6 - $6.6 $5.5 - $6.5 $5.6 - $6.6
S:a_e Agency share $5.6 - $6.6 $5.5 - $6.5 $5.5 - $6.6

Total $11.2 - $13.3 $10.9 - $13.0 $11.1 - $13.2

State Agency Total $21.1 - $25.3 $20.9 - $25.3 $21.3 - $25.8

Note: Ranges reflect low and high cost estimates.
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Total monthly costs in each program are allocated between the State

Agencies and the respective Federal Agencies. If FNS is responsible for all

of its direct administrative costs and 50 percent of all other program costs,

its total administrative costs vary from about $16.4 to $20.1 million per

month, or from $197 to $241 million annually. State Agencies' share of

program costs are slightly lower. Us{ng the same allocation procedure for the

AFDC program, FSA's and State Agencies' costs are both in the range of $5.5 to

$6.6 million per month. State Agencies' share of costs for both programs run

from $20.9 to about $25.8 million per month.

Total issuance and redemption costs in the Food Stamp Program

currently average about $3.00 per case month, varying generally from $1.19 to

$6.70 per case month across State Agencies. 1 The total program costs in

Exhibit 8-19 lead to the following estimated costs per case month for a

nationwide EBT system:

COSTS PER CASE MONTH

State-Initiated Regional National

Food Stamp $4.53 - $5.43 $&.51 - $5.48 $4.60 - $5.57

AFDC $2.97 - $3.52 $2.90- $3.46 $2.95- $3.51

These costs are higher than for the paper-based coupon system.

In assessing the overall feasibility of an EBT system, one must keep

in mind more than just the system's likely impacts on program administrative

costs. An EBT system can reduce recipients', retailers' and financial insti-

tutions' costs to participate in the Food Stamp Program. Furthermore, it can

substantially reduce levels of benefit diversion. Based on an evaluation of

the Reading EBT demonstration, estimated levels of net benefit diversion in an

ATP/coupon issuance system are $3.11 per case month. 2 Examples of benefit

diversion include use of food stamp benefits to purchase ineligible items;

1Appendix D presents the basis for the estimate of $3.00 per case
month.

2john A. Kirlin et al., The Impact of the State-Operated Electronic
Benef{t Transfer System in Reading, Pennsylvania, Cambridge, Massachusetts:
Abt Assoczates Inc., February 1990.
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selling coupons for cash (trafficking), and using cash change from food stamp

purchases :o buy non-food items. The first two examples violate program

regulations.

In con_rast, estimated ievels of net benefit diversion in an EST

system are only $.66 per case month, representing a reduction in benefit

diversion of $2.45 per case month. While this 79-percent reduction does not

Lower program costs, it reduces the incidence and magnitude of program

violations and better targets program benefits toward their intended purpose--

raising levels of nutrition among Low-income households. By reducing benefit

diversions, an EBT system can also improve the public's perception of the Food

Stamp Program.

Having an EBT system serve both the Food Stamp and AFDC Programs is

expected to lower costs in each program through cost sharing. Training costs

for PA food stamp cases, for instance, would be spread over both programs.

Surprisingly, Food Stamp Program costs are only about $0.41 to $0.48 per case

month lower in a multiprogram EBT syscom than in a single program system, a

decrease of less than 10 percent. The lower-than-antic£pated decrease in

costs arises because most vendor costs (the biggest component of total costs)

do not involve sharing between programs. AIl transaction- and account-based

fees, for example, are already assigned to one program or another (not shared

and allocated across programs) in the ori$inal cost estimates. In :he one

major exception--terminal costs--only :2 percent of total costs were allocated

to the AFDC program, reflectin$ the two programs' expected relative use of the

terminals.

With a relatively small savings attributable to a muLtiprogram

system, is it worthwhile to implement such a system? Probably so. A $0.45

per case month savings for the Food Stamp Program translates into $3.2 million

per month, or $38.1 million annually. In addition, a nsaltiprogram system

helps integrate more fully the issuance of government assistance benefits.

Unless chore are serious impediments to implementing a muftlprOgram system

(compared to a Food Stamp Program-only system), there is little reason not to

implement one, even if savings are lover than anticipated,

249



SENSITIVITY OF COST ESTIMATES

The chapter has already examined :he sensitivity of the cost

estimates to changes in some cost assumptions, especially those related :o

vendor costs. This final section presents how estimated costs per case month

are impacted as other assumptions are changed. The results are displayed in

Exhibit 8-20, which uses the Low estimates of total costs as the basis for

comparison, followed by the impact of a Food Stamp Program-only system.

The cost estimates assume that food stamp recipients will average

8.0 EBT transactions per month. If average usage is 10.0 transactions per

month instead, per-case-month costs increase by about $.42. Of interest is

the $.12 drop in AFDC costs per case month, which occurs because the Food

Stamp Program will bear a greater proportion of terminal-related costs due :o

greater usage.

The exhibit next shows the impact of letting recipients select :heir

own PINs rather than receiving pre-assigned PINs. The impact is only about

$.10 per case month in the Food Stamp Program and $.08 per AFDC case month.

Given the potential problems which recipients might have with pre-assigned PIN

(plus the additional security required over cards before their distribution),

it may be better to allow recipient selection of PINs. As noted in Section

8.2, however, the PIN selection approach also adds about $13.1 million to

initial implementation costs.

The cost estimates assume that retailers will be reimbursed an

average of $.05 per EBT transaction initiated at their terminals to defray

telecon_unications costs. If no reimbursement is provided (based on

retailers' expected savings from not having to handle food stamp coupons),

monthly costs drop by $.40 per food stamp household and $.10 per AFDC house-

hold.

The rest of the sensitivity analysis deals with assumptions

regarding the number of POS terminals to be deployed in an EBT system. The

analysis examines the effects of changes in the number of commercial terminals

assumed to be deployed, the average number of lanes per store, and the assump-

tion so far :hat terminals would be deployed in all lanes of each program-

authorized store.
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Exhibit 8-20

IMPACT OF DIFF_I_k'NTCOST ASSUMPTIONS

(Changes in Monchly Operatins Costs per Case)

Scare-Initiated Regional Nacional

Base Cost Per Case
(Low Estimate)

Food SCamp $&.53 $4.51 $4.60
AFDC $2.97 $2.90 $2.95

No AFDC Cases

Food Scamp + $._2 + $._1 + $.41
AFDC - $2.97 - $2.90 - $2.95

FSP Recipients Average 10 vs.

8 Transactions per Month

Food Stamp + $.41 + $.41 + $.4&

AFDC - $.12 - $.12 - $.12

PIN Selection instead

of PIN Assignment

Food SCamp + $.1! + $.10 + $.10
AFDC + $.08 4 $.08 + $.08

Elimination of $.05

per,Transaction
Payment to Retailers

Food Stamp - $.40 - $.40 - $.40
AFDC - $.10 - $.10 - $.10

75,000 vs. 50,000
Commercia[ g days per month is 21.5, so 5 - $.08 - $.08

AFDC - $.01 - $.02 - $.02

An Average of 2.8 vs. 2.6
Terminals per Score

Food Stamp + $.l& + $.14 + $.l&
AFDC + $.O& + $.04 + $.03
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Exhibit 8-20
(cont inued )

State-Initiated Regional National

An Average of 2.4 vs. 2.6

Term:nals per Store

Food Stamp - $.14 - $.14 - $.14
AFDC - $.03 - $.03 - $.04

306,000 vs. 527,200

Vendor-Deployed Terminals

Food Stamp - $.66 - $.70 - $.70
AFDC - $.16 - $.17 - $.18
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The .per-case-month cost estimates at the top of Exhibit 8-20 are

based on an assumption that 50,000 terminals would be deployed by commercial

networks by the came an EBT system is implemented. If 75,000 commercial

terminals were deployed instead, monthly costs per food stamp household would

drop $.05 to $.08. AFDC costs would remain virtually unchanged. Initiai

implementation costs, however, would decrease by $6.7 to $8.2 million.

For commercial networks :o deploy 55,000 more terminals wi:bin :he

nez= five years (20,000 have been deployed already), the annual growth rate in

deployed terminals would need to be a little over 30 percent. This is high

siren recent trends. The industry does predict at &]-percent increase across

al ! stores within the next year, however, so a 30-percent annual growth rate

may be possible.

There is another factor which af£ects the number of terminals to be

deployed in an EBT system. Based on data from the EBT demonstration sites, we

have assumed chac program-authorized stores will need terminals in an average

of 2.6 checkout lanes. Me have no way of determining the representativeness

of the demonstration sites. If the nationwide average is 2.8 lanes per score,

food stamp costs increase by about $.l& per case month and AFDC costs increase

by $.0& per case month. !f the actual average is only 2.& lanes per score,

operating costs decrease by about $.14 and $.03 per case month in the two

programs, respectively.

All of the cost estimates to this point have assumed that terminals

would be deployed in all lanes of ail program-authorized stores. Such a

deployment approach will lead to many terminals which are used fairly

infrequently for £BT transactions. To illustrate, earlier in this chapter we

estimated that Stage Agency-deployed terminals would average about 100 EBT

transactions per month. An obvious questions is whether it makes economic

sense to deploy so many terminals when each terminal will handle an average of

only three to four EBT transactions a day.

FNS is currently investigating terminal deployment guidelines which

are based on expected usage patterns. If a policy decision is made that--

during a peak hour of EIFT system operations--no more thin 30 sinuses should be

spent processing EBT trfmaactions at any jiven checkout lane, the total number

of terminals needin$ to be deployed is about 312,000. An additional 23,000

terminals are needed (for a total of 335,000 terminals) if at least two
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terminals are deployed in all multi-lane stores to provide backup if one

terminal malfunctions. These estimates are based on distributions of monthly

food stamp redemption volumes in program-authorized stores and Oata from the

Reading EBT demonstration which indicate: (1) the average dollar amount and

average transaction times for EBT-reiated purchases; and (2) the distribution

of EBT transactions by day of month and time of day.

If the higher estimate of 335,000 terminals is used and commercial

networks deploy 50,000 terminals, system vendors will need to deploy about

306,000 terminals instead of 527,200. The number of vendor-deployed terminals

is more than 285,000 (i.e., the difference between 335,000 and 50,000) because

some conanercial terminals will be deployed in lanes which would not be

equipped given the above deployment guidelines.

If system venders deploy 306,000 terminals instead of 527,200,

monthly operating costs per case drop substantially. Food Stamp Program costs

decrease by $.66 to $.70 per case month, and AFDC Program costs decrease by

$.16 to $.18. In addition, initial terminal deployment costs fall by $59.7 to

$73.0 million.

If all favorable cost assumptions are used, estimated monthly costs

are $3.46 per food stamp case in the State-Initiated approaches, $3.36 per

case in the Regional approach, and $3.45 per case in the National approach.

AFDC costs range between $2.62 and $2.71 per case month. These cost estimates

assume that commercial networks deploy 75,000 terminals, that system vendors

deploy about 291,500 terminals (the number is smaller than 306,000 due to the

increased commercial deployment), and that no reimbursement is provided to

retailers for telecommunications costs.

Food Stamp Program operating coifs increase to between $6.16 and

$6.35 per case month if all cost-increasing assumptions are considered. Thus,

these cost estimates assume that: terminals are deployed in every lane; the

average number of lanes per store is 2.8 instead of 2.6; commercial networks

deploy 50,000 terminals; food stamp recipients average 10 £BT transactions per

month instead of 8; PINs are selected by recipients; and the higher estimates

of vendor costs (presented in Exhibit 8-16) are used. With these same assump-

tions, AFDC costs increase to between $3.36 and $3.&2 per case month.
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Based on the above analysis, the range of estimated costs per case

month for a nationwide EBT system is:

COSTS PER CASE MONTH

State-Initiated Regional National

Food Stamp $3.46 - $6.16 $3.36 - $6.23 $3.45 - $6.35

AFDC $2.71 - $3.42 $2.62 - $3.36 $2.66 - $3.41

If the EBT system served only the Food Stamp Program, monthly costs could go

as high as $6.59 in the State-Initiated approach, $6.65 in the Regional

approach, and $6.77 in the National approach.

SUMMARY

This section has presented numerous estimates of the monthly costs

to operate a nationwide EBT system, and the presented range of costs is

considerable. This range points out that system operating costs will depend

on a large number of factors, with terminal deployment considerations and

vendors' fees to acquire and process transactions being key issues.

The economic feasibility of a nationwide EBT system will require

that many cost saving decisions be made within both the private and public

sectors. The lower-bound estimates of monthly operating costs, however, do

approach the costs of the current coupon-based system. When consideration is

given to an EBT system's potential to reduce benefit diversion and recip-

ients', retailers' and financial institutions' costs to participate in the

Food Stamp Program, the advantages of an EBT system may veil outweigh its

additional costs.
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Appendix A

FEASIBILITY OF A NATIONWIDE, OFF-LINE EBT SYSTEH

In examining the feasibility of implementing a nationwide EBT

system, this report has focused on on-Line EST systems rather than off-Line

systems. Two factors explain this focus. First, on-tine debit card tech-

nologies are much more mature than off-line technologies. Many con_nercial,

on-line POS networks exist, and most EBT demonstrations are testing on-line

EBT systems. Thus, the feasibility of near-term implementation of a nation-

wide, on-Line EBT system is probably greater than for an off-line system.

This is especially true if the EBT system is to be integrated with commercial

POS systems. Second, as a result of the existence of commercial, on-line

systems, considerable information exists for assessing the feasibility of a

nationwide, on-line EBT system.

Despite the greater presence of on-line POS systems, off-line

technologies do offer an alternative design approach for EBT systems. In

addition to possibly storing information about recipient benefits in a central

computer file, an off-line EBT system stores this information in the

recipient's access card. As program benefits are used to purchase groceries,

the card's data on remaining benefits are updated to reflect the decreased

level of remaining benefits. As new benefits are authorized, the recipient

takes his or her card to an issuance machine to have the benefits added to the

remaining balance amount. System settlement occurs after the retailer's

terminal transmits information about the day's total EBT sales to a central

computer.

A prior study £or FNS has explored several desisn options for an

off-line EBT system and assessed their technical feasibility, l In addition,

FNS is now sponsoring an off-line £BT demonstration which viii use integrated

chip cards (often called "smart" cards) as the system's access card. Neither

the study nor the demonstration, however, addresses issues _nvolved in

1p_ .1 F.P. Coenen et al., The Feasibilit._......o.f an Off-line Electronic
Benefit Transfer S]_stem for the Food Stamp_ Prosram, Marietta, ' Ceorgia:
Electronic Strategy Associates and Abt Associates Inc., September 1987.
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establishing a nationwide EBT system using off-line technologies or a

combination of on-Line and off-tine systems. This appendix, therefore, offers

some preliminary thoughts on the feasibility of implementing a nationwide,

off-line EBT system.

TECHNICAL FEASIBILITY OF A NATIONWIDE, OFF-LINE EBT SYSTEM

If the current off-line EBT demonstration shows that off-line EBT

systems are technically feasibile on a small scale, it is almost certain that

a large-scale system would be technically feasible as well. Unlike on-Line

EBT systems, system processing in an off-line system is much less sensitive to

system size and transaction volumes. This results because a central processor

is not needed to authorize EBT transactions in an on-line, real-time environ-

menc.

In an off-line EBT system, most system processing occurs at five

points. First, the State or County Agency creates issuance authorization

files that are transmitted to issuance machines. Second, the recipient takes

his or her access card to the issuance machine. After verifying the recip-

ient's identity, the machine updates the card's information on remaining

benefits to reflect the new authorization. Third, the access card and the

retailer's POS terminal interact to authorize each EBT purchase. Fourth, on a

daily basis, information about each retailer's recent EBT sales is communi-

cated to a central processor so that retailer settlement may occur. Finally,

based on issuance authorization data and the information co_m_unicated from

retailers' terminals, the central processor reconciles the system.

As the size of an off-Line EBT system expands, most of the above

processing is simply spread over a Larger number of processing points (e.g.,

issuance machines, access cards and retailer terminals). Thus, if processing

is technically feasible in a small system, it should remain feasible in a

Larger system. The two exceptions are retailer settlement and system recon-

ciliation. As a system expands, settlement information must be gathered from

more retailers and reconciliation will involve more transactions and accounts.

Processing to support these functions is batch-oriented rather than on-line,

however, and existing computer systems should be able to handle the batch

processing requirements of settlement and reconciliation in a large system

quite easily.
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The major technical challenge in a large, off-line EBT system is the

telecommunications software and hardware necessary to collect settlement and

reconciliation data from retailers' terminals. The system design will require

chat a central processor collect data from each terminal in the system on a

daily basis. If a central processing site were to handle settlement for a

single, nationwide system (the centralized version of the Unitary Design

approach to system development), the site's computers would have :o collect

information from about 557,200 terminals.

The difficulty of developing the necessary telecommunications

support for retailer settlement depends, in part, on the amount of information

collected from each terminal. As the amount of information increases, the

time required to collect the information also increases. To reduce the total

time required to collect the desired information, more communications lines to

:he central processor are needed. More communications lines, however, require

more complex software and hardware.

To achieve retailer settlement, the minimum amount of information to

be collected from each terminal is the terminal and retailer identification

numbers and the net amount of EBT credits for the processing day. (In a

muLtiprogram system, separate totals would be needed for each program.) Such

a design, however, would not provide audit information for individual transac-

tions. Thus, additional information ia needed for each EBT transaction

conducted ac the terminal. This information includes the ret[plant's identi-

fication number, the type of transaction (i.e., purchase or refund), the

transaction amount, the time and date of the transaction, and the program

account used to pay for the purchase. Finally, if the system is designed to

allow full reconciliation of recipients' remaining benefits, information on

the recipient's remaining balance (for each program account) after each

transaction also must be passed to the central Processor.

To get a sense of the magnitude of the task of collecting the above

information, consider that a nationwide £BT system would generate about 4.5

million food stamp transactions on days of peak activity. Il each POS

terminal used a 1200-baud modem, information on approximately two EBT frans-
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actions could be transmitted to the central processor every second. 1Th_ total

transmission time for 4.5 million transactions would be on the order of 625

hours. If five to six hours were allocated for receipt of settlement informa-

tion (recognizing that a nationwide EBT system would encompass four time

zones), the central processor would need to control somewhere between 100 and

125 communications lines. These lines would be used to collect information

simultaneously from multiple retailer locations.

Telecommunications configurations using a central processor and 100

to 125 co_nunications Lines exist in the marketplace today, so the communica-

tions for a centralized off-line system should be technically feasible. As

with an on-Line system, however, multiple regional systems or State-level

systems would be technically simpler to develop and perhaps more cost-

effective.

TECHNICAL FEASIBILITY OF A MIXED ON-LINE/OFF-LINE SYSTEM

Although no empirical evidence yet exists, there is some belief that

off-line EBT systems will be more cost-effective than on-line systems in rural

areas, while on-line systems may be more cost-effective in urban areas. Lack

of a lo_-cost telecommunications infrastructure in rural areas and the

presence of commercial, on-line terminals in urban areas are two reasons given

for the expected differences in cost-effectiveness.

One can imagine a nationwide EBT system that encompasses both on-

Line and off-line systems. With Federal approval, individual State or County

Agent:es could implement whichever basic system they thought most appropriate

or cost-effective for their environment. States could even decide to

implement an off-line system in some portions of the State and an on-line

system in other portions, operating the two systems as two distinct issuance

and redemption systems.

With the configuration envisioned above, it would be impossible for

recip:ents participating in a_ off-tine system to use their benefits co buy

groceries at stores participating in the on-line system, and vice-versa. If

LThis estimate is based on an assumption that the transaction
message would contain between 50 and 75 characters of information and allows
for some communication overhead time.
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:his is viewed as an important cons:taint, :he real question of interest is

whether it is possible to intestate on-Line and off-line systems. That is,

could participants in one system access :heir benefits at stores participating

in the other system?

Although it is technically feasible to integrate on-line and off-

Line EBT systems, the resulting system offers few advantages over either a

pure on-line or off-line system. As explained below, the system would

represent two parallel systems operating in tandem, with expected costs

exceeding :hose of either an on-line or off-line system.

Take as a first example a recipient participating in an off-line

system. ALI program benefits reside on the recipient's access card. If the

recipient wanted to shop at a store participating in an on-tine system, that

store's terminal would have to be capable of handling either an on-line or

off-line transaction. Such terminals do exist, but they will be more

expensive than regular on-line terminals because they must contain an extra

card reader and additional programming. The only savings would be that the

off-line transaction would not require on-line authorization. Offsetting this

savings would be the extra cost of the terminal and the system's need to

collect information on both on-Line and off-line transactions to perform

retailer settlement.

As a second example, consider an on-Line system participant attempt-

ing to make a purchase in a store served by the off-line system. This could

be accomplished only if the store's off-line terminal could read the masenetic

stripe card and initiate an on-line transaction request. Again, :his is

technically feasible, but it would require a teleconnunications link with the

on-line processor and the same settlement complexity introduced in the first

example.

Indeed, while the above examples speak of areas served by different

systems, an integrated on-line/off-line system would really be a sinsle system

that could process either on-Line or off-line transactions. AIl retailers

would need terminals capable of reading either access card, and the system

would need to be capable of settling both on-tine and off-line transactions

for all retailers. The only factors differentiating areas would be which type

of access card had been issued and the relative mix of off-line and on-line

transactions originating from that area's POS terminals.
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.MARKET FEASIBILITY

Perhaps the major factor affecting the feasibility of implementing a

nationwide, off-line EBT system is the lack of market acceptance of off-line

POS systems. The U.S. financial services industry has failed to adopt payment

systems using off-line tecnnologies. Although MasterCard and VISA have tested

off-line systems in a few locations, they are not supporting further develop-

ment at this time. Efforts to develop standards for smart card usage in

financial payment systems also have been dropped due to lack of institutional

interest.

Without support from financial institutions, widespread acceptance

of an off-line EBT system at the retailer level may be very difficult.

Retailers are likely to accept deployment of off-line POS terminals only if

these terminals can be used for applications other than EBT. As discussed

earlier, terminals supporting both off-line and on-line functions are avail-

able, but are more expensive than on-line terminals. Unless retailers and the

financial services industry find a non-EBT market for off-line payment

systems, it is difficult to envision a promising retailer acceptance of an

off-line EBT system. The current off-line EBT demons:ration, of course, could

act as a catalyst for increased interest in non-EBT applications. If so,

market conditions could change and improve the feasibility of implementing a

nationwide, off-line EBT system.

DEVELOPMENT APPROACH

This report identifies three alternative approaches to development

of a nationwide, on-line EBT system: the Multiple Design approach, the

Standardized Design approach, and the Unitary Design approach. AIl three

approaches are applicable to the development of an off-line EBT system, as

described below.

In the Multiple Design approach, FNS would specify the functional

and special program requirements for an off-line system. State or County

Agencies (and their vendors) would have a great deal of flexibility co design

_he system to best meet local needs. As an example, :he resulting systems

could use smart cards, magnetic stripe cards, or other media to serve as the

systems' access cards. It is likely that the resulting mix of system designs
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across S:aces would be greater than in an on-Line system, because no standard

con_nerciaL model exists for off-Line POS systems.

If FNS wanted :o ensure that recipients in one Scare could use

another State's off-line system, each State's off-line system would have to

adhere co some standardized design features. That is, each system would have

to use the same type of access card technology, and information on the card

would have to be formatted in a consistent manner. Retailer terminals would

have to be similar to the extent that they would have to read information from

the same type of access card. Unlike an on-line EBT system, however, message

formats for transmitting retailer sales information to the State's vendor

would not need to be identical, because these messages would not need to be

transmitted between systems co obtain authorization. As in an on-line system,

settlement of other States' recipients' transactions would require agreements

among vendors on appropriate procedures for transfers of funds and transaction

information.

Finally, Federal Agencies could decide to implement a Unitary EBT

system based on off-line technologies. In this situation the vendor would

maintain the necessary central files and processing support co settle retailer

accounts and to reconcile all system accounts. Individual State and County

Agencies would tie into the Unitary system if they wished to implement an EBT

system.

The three development approaches could become mere complex if a

mixture of on-line and off-line EBT systems is envisioned. That is, the

development approach selected for on-llne EBT systems need not be the same as

for off-Line systems. For instance, FNS could specify standardized design

parameters for on-line systems to ensure the availability of interchange and

integration with conmerciaL on-line systems. At the same time, fever design

restrictions could be placed on off-line systems, recognizing that few

commercial standards exist for off-Line POS systems. Similarly, FNS and ocher

Federal Agencies could adopt the Unitary Design model for on-line EBT systems.

Individual State or County Agencies could then tie into the Unitary system if

they wanted an on-line EBT system, or they could develop their own off-line

system.
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ORGANIZATIONAL FEASIBILITY

If a nationwide £BT system is based entirely on off-line technolo-

gies, :he organizational issues faced in implementing and operating the system

are similar to those involved with an on-line system. As discussed in Chapter

3 of this report, these issues include coordination of effort among multiple

Federal Agencies; changes in administrative tasks and responsibilities at the

Federal, State and local levels; and changes in the administrative relation-

ship between FNS and State or County Agencies in program operations. Of

course, the differences between on-line and off-line system designs would

change some of the specific organizational issues to be faced (e.g., how to

organize card issuance activities at the local offices), but the general

issues remain the same.

A nationwide EBT system which encompasses both on-line and off-line

systems will pose greater organizational challenges at the State and Federal

levels than a system which uses only one basic technology. Oversight of

system operations will be more difficult because Federal and State officials

will be dealing with two issuance systems, each with its own procedures for

issuing access cards, authorizing benefits, settling retailer accounts, and

reconciling benefit flows. In many respects the Federal and State Agencies'

management responsibilities will be doubled as they monitor activities in both

systems and then combine information from the two systems to compile total

program statistics. To meet these management responsibilities, Federal and

State Agencies may need to establish separate administrative units to monitor

each system. Even if this is not necessary, administrative staff will have to

follow different procedures to manage each system. For instance, separate

reconciliation procedures will need to be followed for the on-Line and off-

line portions of the overall system.

SUMMARY

Given the lack of extensive experience with off-line debit card

systems, it is difficult to assess the feasibility of implementing a nation-

wide, off-line EMT system. There is little reason to believe that a large-

scale application would not be technically feasible, however, if :he current

off-line EBT demons:r4tion shows that such systems are technically feasible on

a small scale. The major technical challenge in a large system will be
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developing the telecomunica:ions infrastructure for collecting retailer

se:clement data.

With respect to :he feasibility of implementing an EBT system that

uses both on-Line and off-line technologies, two options are available.

First, on-tine and off-line systems could be deployed in different areas.

Second, an integrated on-Line/off-line system could be designed and imple-

mented. Both approaches are likely to be technically feasible.

A mixed on-line/off-line EBT system would not allow recipients from

one system to access benefits at retailer locations served by the other

system. If an off-line £BT system is more cost-effective than an on-Line

system in some locations, however, a mixed system could be more cost-effective

than either a nationwide, on-Line system or a nationwide, off-line system.

An integrated on-line/off-line system offers the advantage that

recipients could access their benefits at any program-authorized store. Due

to the increased costs associated with greater terminal functionality and more

complex settlement and reconciliation procedures, an integrated on-line/off-

line system would almost certainly be less cost-effective than either a

nationwide, on-line or off-line system.

A major factor in the successful implementation of a nationwide,

off-line EBT system is likely to be acceptance by retailers. Nany retailers

will not want to devote valuable counter space to an off-line POS terminal

that serves only an EBT system, even if that system serves multiple assistance

programs. Unless the retailer and financial services comnunities find market-

able commercial uses for off-line POS terminals, many retailers are likely to

resist implementation of an off-line EBT system.

Aside from technical and market issues, other factors affecting the

feasibility of implementing a nationwide, off-line EBT system are similar to

those for an on-line system. The same development options available for on-

Line systems exist for off-line systems. Federal, State and local agencies

would face nearly the same organizational issues in implementins a nationwide,

off-line system as an on-line system. Finally, while the cost feasibility of

an off-line EST system can be better assessed after completion of the off-line

EBT demonstration, it is likely that--as rich a nationwide, on-line system--

total system costs will be a major issue in determining the feasibility of a

nationwide, off-line EBT system.
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Appendix B

SUPPr-I_NTAEY COST !NFOEI"IATION

In presenting the estimated costs to design, develop, implement and

operate a nationwide EBT system, :he report does not explicitly lis: the

assumptions made about average monthly labor costs for personnel within

Federal and State Agencies and Local welfare offices. The exhibits in this

appendix indicate these assumed costs. All monthly Labor costs include

salary, fringe benefits, administrative overhead, and non-labor indirect

costs. The cost assumptions are based on data £rom the Reading and State-

initiated EBT demonstrations and on monthly salary ranges for Federal

employees vith different service grades.
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Exhibit B-1

AVERAGE FIlSMONTHLY LABOR COSTS (PER PERSON)

DURING SYSTEM DESIGN, D_PMENT AND IMPLEMENTATION

(Backup to Exhibit 8-1)

Task Average Monthly Labor Cost a

Preparatory Costs

Establish policy $4,900

Rewrite regulations $4,500

Manage Vendors $4,900

Oversee State Activity $4,500

Note: alncludes salary, fringe benefits, administrative overhead, and non-
labor indirect costs.
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Exhibi c B-2

AVERAGE STATE AGENCY MONTHLY LABOR COSTS (PER PKRSON)

DURING SYSTEM DESIGN, DEVELOPMENT AND IMPLEMENTATION

(Backup Co Exhibit 8-2)

Position Average Monthly Labor Cost a

Project Director $4,800

Financial Management $6,000

Contracts $5,200

Program Heads

Food Stamp $6,000
AFDC $6,000
Analyst $3,000

Data Processing
Lead Analyst $5,400
Progranrner $2,400

Secretary $2,400

Note: alncludes salary, fringe benefits, administrative overhead, and non-
labor indirect costs
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Exhibit B-3

AVEBACE LOCAL OFFICE MONTHLY LABOR COSTS (PER PERSON)

DUKINC SYSTEM DESIGN, DEYEIX)PMENT AND IMPLEMENTATION

(Backup to Exhibit 8-4)

Task Average Monthly Labor Cost a

General Planning $3,500

Encoding Clerk $2,400

Trainers and Clerks 52,800

Note: alncludes salary, fringe benefits, administrative overhead, and non-
labor indirect costs.
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Exhibit B-4

AVERAGE STATE ACENCY MONTHLY LABOR COSTS
(PER P_'R-qON) DURING SYSTEM OPER.ATIOb '_

(Backup to Exhibit 8-10)

Position Average Monthly Labor Cost a

Project Director $4,800

Local Office Liaison $3,500

Retailer/Vendor Liaison $3,500

Programmer/Analyst $4,800

Data Processing Clerk $2,400

Secretary $2,400

Note: alncludes salary, fringe benefits, administrative overhead, and non-
labor indirect costs.
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Appendix C

ALLOCATION OF SYSTEM OPERATING COSTS BETWEEN

TI_ FOOD STAMP AND AFDC PROCRAMS

In a multiprogram EBT system, monthly operating costs must be

allocated among the programs served by the system. Chapter 8 presented the

estimated allocations for a system serving the Food Stamp and AFDC Programs.

This appendix illustrates the method used in making the allocations, using :he

cost estimates for a State-Initiated system as an example.

Exhibit C-1 shows 18 cost components of a nationwide EBT system

which sum to to:al monthly costs of $51,S99,600--the high estimate for a

State-Initiated system. In allocating these component costs to the two

programs, we have allocated costs as much as possible on the basis of expected

usage. The following five allocation rules were used:

FSP - all component costs allocated to the Food Stamp
Program.

AFDC - all component costs allocated to the AFDC
Program.

Case - component costs allocated on the basis of the
relative sizes of the respective caseloads.

POS Trx - component costs allocated on the basis of the
expected number of transactions generated by
each program's recipients at POS terminals.

All Trx - component costs allocated on the basis of the
expected total number of POS and ATM transac-
tions generated by each program's recipients.

Based on a national caseload of 7,05&,773 food stamp cases and 3,771,000 AFDC

cases, the "case" allocation rule assigns 70.8 percent of component costs to

the Food Stamp Program. The "POS Trx" rule assigns 88.2 percent of component

costs to the Food Stamp Program, based on expected averages of 8.0 food stamp

POS transactions per case per month and 2.0 AFDC POS transactions per case per

month. Finally, the "All Trx" rule assigns 78.9 percent of component costs to

the Food Stamp Program, factoring in an expected average of 2.0 ATN transac-

tions per AFDC case per month.

The rationale for most of the allocation rules used in Exhibit C-1

are evident. A few, however, deserve additonal comment.
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"Ocher State Data Processing Costs" (Component 6) are allocated on

the basis of all transactions because these costs cover State processing of

system activity files, including system reconciliation. System activity

levels and reconciliation are directly related to total transaction levels.

"State Telecommunications and Hardware Costs" (Component 7) are

related mostly to program issuance authorizations and case maintenance. Thus,

these costs are allocated on the basis of respective caseload size. The same

is true for "Ocher Local Office Labor Costs" (Component 12).

"Recipient Hotline Costs" (Component 11) are expected to be related

more to system usage than respective caseloads; they are therefore allocated

on the basis of all transactions.

With the alloation rules in Exhibit C-i, total Food Stamp Program

costs are $38,342,400 per month, or $5.43 per case month. Total AFDC costs

are $13,257,200 per month, or $3.52 per case month. The same methods were

used to allocate costs in all other approaches. The results are reported in

Chapter 8.
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Exhibit C-1

ALIZ)CATIO!i OF SYSTEH OPERATINC COSTS
FOR THE STATE-INITIATED SYSTEHS

Total ALlocation Food Stamp AFDC

Component Cos t Rul · Port ion Port i on

1. FNS Administrative $973,500 FSP $973,500 $0
Costs (Exhibit 8-8)

2. FSA Administrative $30,000 AFDC $0 $30,000
Costs (Exhibit 8-9)

3. State Labor Costs $1,261,400 Case $893,100 $368,300
(Exhibit 8-10)

a. FSP Issuance Costs $814,800 FSP $814,800 $0

5. AFDC Issuance Costs $622,200 AFDC $0 $622,200

6. Other State Data $1,&57,500 All Trx $1,150,000 $307,500
Processing Costs

7. State Telecomun- $75,800 Case $53,700 $22,100
ications Costs
(Exhibit 8-11)

8. Client Training Costs $2,382,200 Case $1,686,600 $695,600

9. ATI_ Trainer Costs $301,100 AFDC $0 $301,100

10. Card Issuance Costs $1,415,200 Case $1,002,000 $413,200
with PIN Selection
(Exhibit 8-13)

11. Recipient Hot/ine $3,351,100 All Trx $2,6&&,000 $707,100
Costs (Exhibit 8o13)

12. Other Local Office $2,17&,500 Case $1,539,500 $635,000
Labor Costs
(Exhibit 8-13)

13. Terminal Costs $i&,012,200 POS Trx $12,358,800 $1,653,&00
(Exhibit 8-16)

l&. POS Transaction- $16,253,_00 POS Trx $1&,33_,600 $1,917,900
based Fees
(Exhibit 8-16)
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Exhibit C-1
(toni inued)

Total Allocation Food Stamp AFDC

Component Cost Rule Portion Portion

15. ATH Transaction-based $5,354,800 AFDC $0 $5,354,800
Fees (Exhibit 8-16)

16. Account-based Fees $465,500 Case $329,600 $135,900
(Exhibit 8-16)

17. Manual Authorization $439,500 Pos Trx $387,600 $51,900

(Exhibit 8-16)

18. Settlement Costs $214,800 All Trx $169,500 $65,300
(Exhibit 8-16)

TOTAL COSTS $51,599,600 538,342,400 $13,257,200

Notes: Components 4-6 sum to the data processing costs presented in
Exhibit 8-11.

Components 8 and 9 sum to the client training costs presented in
Exhibit 8-13.
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Appendix D

COUPON ISSUANCE AND RED--ION COSTS

Federal and State Agencies share the administrative costs of benefit

issuance and redemption in the Food Stamp Program. As discussed below, the

average monthly issuance and redemption cost in Fiscal Year 1988 was $3.00 per

case, or $21.1 million per month for the entire caseload. The Federal share

of this cost was $1.79 per case month, or $12.6 million per month.

State Agencies report their Food Stamp Program administrative costs

on £orm SF-269. Cost categories include certification, issuance, fraud

control, and data processing development and operations. For Fiscal Year

1988, total reported costs in the issuance category equaled an average of

$1.79 per case month.

Ail local office caseworker costs are reported in the certification

cost category. Soma of these costs, hovever, represent casevorker tima spent

dealing rich issuance-related matters (e.g., processing expedited issuances,

handling recipient calls concerning lost or stolen issuance documents). Based

on data from the Reading EBT demonstration, 2.55 percent of reported certifi-

cation costs are issuance related. Applying this percentage to reported

certification costs adds $0.38 per case month to estimated issuance costs,

yielding a Total of $2.17 per case month.

A portion of total reported fraud control and data processing

operating costs also are incurred through tasks related to benefit issuance.

Data processing costs, for instance, are incurred in generation of issuance

authorization files, and State Agencies may investigate expected instances of

fraudulent redemption of issuance documents. Lacking empirical data on the

actual distribution of these costs between issuance and non-issuance tasks, we

have allocated 13.1 percent of the reported costs to issuance. This percent-

age is based on the proportion of reported issuance and certification costs

which is issuance related (i.e., $2.17 is 13.1 percent of $1&.56, which is the

sum of reported issuance and certification costs). The issuance-related

portion of Eraud control and data processing costs adds another $0.31 to per-

case-month issuance costs, bringing the total co $2.&8 per case munch.
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The final component of total issuance costs (50.52 per case month)

covers FNS' costs for coupon printing and distribution, coupon redemption

through the Federal Reserve, managing retailer participation, and reconcilia-

tion and monitoring of the States' issuance systems. This cost estimate is

based on interviews with FNS national and regional office staff.

Exhibit D-1 summarizes the individual components contributing to the

estimate of $3.00 per case month for issuance- and redemption-related tasks in

the Food Stamp Program.

The $3.00 per-case-month estimate represents an average cost for al1

50 States, the District of Columbia, the Virgin Islands and Guam. Some sites

have higher issuance costs than others. Using the same methodology for each

site, per-case-month costs generally range from $1.19 to $6.70 (cwo sites with

small caseloads have estimated costs of $13.97 and $18.68, respectively). [

Twelve sites representing 19 percent of the total food scamp caseload have

average costs exceeding $4.00 per case month. Ten sites representing 26

percent of the coca[ caseload have average costs below $2.00 per case month.

[Using a more precise methodology for estimating costs, the
evaluation of the Reading £BT demonstration est£meted that administrative

costs in the ATP/coupon system used in Berks County were $2.7& per case
month. See John A. Kirlin et al., The Impacts of the State-Operated
Electronic Benefit Transfer System [n Readtnst Pennsylvania, Cambridge,
Massachusetts: AbC Associates Inc., February 1990, pp. 75-76.
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Exhibit D-1

COUPON ISSUANCE AND REDEMPTION COST COMPONENTS

Cost Per

Component Case Month Source

State Administrative SF-269 Cost Reports
Costs

Issuance Category $1.79

Certification Category $0.38

Fraud Control and Data $0.31

Processing Categories

Subtotal $2.48

FNS Administrative

Costs

Coupon Printing $0.17 Interview, E_S
Coupon Production
and Supply Unit
(CPSU)

Coupon Distribution $0.02 Interview, FNS CPSU

Management of $0.02 Interv{ev, FNS CPSU
Coupon Printing and and Mid-Atlantic
Distribution Regional Office

Fees to Federal $0.16 Interview, FNS
Reserve Banks Accounting Division

Mana$ement of $0.13 Incerv{ews with

Retailer Participation Multiple FIIS Units a

ReconciLin8 and $0.02 Interviews with
Monitoring State Multiple FNS Units a
Issuance Systems

Subtotal $0.52

Total $3.00

nr_nT

Notes: aThese estimates are based on Earbibits IZZB-7 ami IIIB-9 La John A.

Kirlin et al., The Imaccs of the State-Operaged Electronic Benefit
Transfer S_stem in Reading, Pennsytvan%_, Cambridge, Hassachusetts:
Abc Associates Inc., February 1990, pp. IIZ-31 - IZ1-33 and IZX-38 -
III-&O.
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